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Preface

Australia has emerged from recession with strong economic growth and
low inflation. But unacceptably high levels of unemployment remain a
major challenge. Microeconomic reforms undertaken over the last
decade are lifting productivity and competitiveness, but there are still
many opportunities to improve the performance of Australian industry.

The Commission’s work program now covers a broad range of issues
including the performance of government business enterprises, social
services, infrastructure, and business and social regulation. These are
areas of significant State and Territory as well as Commonwealth
responsibility.

Governments across Australia are seeking to reduce impediments to
improved performance throughout the economy. This report reviews
recent policy developments, particularly in competition policy, industrial
relations and labour market programs. It sets out some suggestions about
what more needs to be done.

Increasingly, the Commission is finding through its inquiries and other
work with the States and Territories that industry performance is linked
with the way in which Australia’s federal system of government operates.
The development of national markets and networks, and the
competitiveness of Australian industry, will be held back unless there is
wider understanding of the importance of intergovernmental relations in
promoting reform and a willingness to tackle impediments as they
emerge. The link between federalism and Australia’s international
competitiveness is a focus of this report.
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Chapter 1

Review of
developments

Faster economic growth in
Australia must not induce
complacency about the
substantial reform  task
ahead. Previous reform
efforts are yielding benefits.
But if higher growth is to be
sustained and Australian
industries are to take
advantage of expanding and
more open world markets,
governments must acceler-
ate efforts to remove
impediments to  better
performance across the
economy. The policy debate
in the past year has rightly
moved to competition policy
on a national basis and to
the need for labour market
arrangements that provide
the flexibility for firms and
employees to adjust to
rapidly changing circum-
stances.

A ustralia can rise to the

challenge of sustaining higher
growth and achieving significant
reductions in unemployment if it
continues to build on the
achievements of past structural
reforms.

There is growing evidence that
tariff reductions and other broad-
ranging structural reforms are
achieving worthwhile benefits.
One sign is the increased trade
orientation of the Australian
economy. In 1993-94, exports
of goods and services in volume
terms were around 22 per cent of
GDP compared with 14 per cent
a decade earlier. Similarly,
imports as a share of gross
national expenditure grew in
volume terms from 15 to 20 per
cent. Export volumes have
increased at a faster rate than
import volumes over the past
three years. Net exports have
been a key component of recent
growth in GDP (IC 1994g).

Benefits are flowing to business,
consumers and the economy
generally from past reforms of
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government business enterprises
(GBEs). Real labour productivity
in GBEs grew at an average
annual rate of 15 per cent in the
six years to 1992-93. Improved
performance by GBE:s is reflect-
ed in reduced debt levels and a
trebling of dividends to govern-
ments (to over $2 billion a year),
while real prices to users have
fallen by 10 per cent on average
over those six years (SCGTE
1994b).

The imperative for further
domestic reform is evident in
Australia’s continuing structural
unemployment. In the last two
years the economy has emerged
from recession, with strong
growth and low inflation.
Employment has also grown
strongly — by 268 000 in the two
years to August 1994. However,
unemployment continues to
impose high economic and social
costs. The trend rate of
unemployment peaked at 11.1 per
cent in October 1992 and has
subsequently fallen only slowly.

There has been a structural
worsening of unemployment over
past business cycles. Those out
of a job for a year or more have
risen from below 20 per cent of
total unemployment in the 1970s
to 31 per cent immediately after
the 1982-83 recession and to
over 36 per cent now.

While economic growth in
Australia has been respectable by
OECD standards, our major
trading partners in East Asia have
outstripped Australia’s growth
over many years. Australia’s rate
of unemployment is much higher
than that in our major Asian
trading partners. It has been
above the OECD average for
most of the period since the early
1980s and the gap widened in the
early 1990s (IC 1994g).

The higher economic growth
rates now evident in other
countries and a more liberal
world trading environment
present opportunities for
Australian industry. To take
advantage of those opportunities,
Australia needs to quickly
improve its own productivity
performance. Increasing prod-
uctivity will make Australia a
more attractive place in which to
invest. This is essential for sus-
taining non-inflationary growth
and reducing unemployment.

International policy
developments

The major international policy
development in 1993-94 was the
conclusion of the Uruguay Round
of the GATT. The outcomes lay
the foundation for a substantial
growth in world trade in goods



and services from which
Australia can benefit (Box 1.1
and Appendix H). Australia
played an active part during the
Uruguay Round in arguing for
the liberalisation of world trade.
The force of that argument was
enhanced by previous decisions
by Australia to unilaterally
reduce its own trade barriers.

The potential gains from the
Uruguay Round agreements are
substantial. A number of studies
have conservatively estimated
that implementation of the agreed
reductions in protection for
agriculture and industrial
products alone will increase
global output in the longer term
by between US$200-300 billion
a year (see for example OECD
(1993)).

Review of developments

The Commission’s modelling of
the long-term benefits from
freeing up trade in manu-
facturing, agriculture and
resources conservatively suggests
annual gains to Australia in real
GDP of $4.4 billion (in 1992
dollars), equivalent to $780 for
each Australian household.
National income is estimated to
rise by $1.2 billion and real
exports by 8 per cent (Appendix
H). These results substantially
underestimate the benefits to
Australia because they abstract
from the dynamic gains from
trade liberalisation.

The gains will only be fully
realised if the Uruguay Round
reforms are properly imple-
mented and are not negated by
less transparent forms of
assistance which exploit

Box 1.1

Key outcomes of the Uruguay Round

« extending GATT disciplines to agriculture and services;

« converting non-tariff barriers to (more transparent) tariffs and binding tariff

levels;

s reducing tariffs on industrial products by approximately one-third worldwide;

» reducing agricultural assistance and guaranteeing minimum access levels;

+ limiting the scope for governments to impose conditions on investment

approvals;

o strengthening rules to protect intellectual property;

o developing greater transparency and predictability in dispute settlement,
safeguards, anti-dumping and countervailing measures and standards; and

e establishing a formal World Trade Organisation to supersede the GATT.
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loopholes in the trade rules.
Experience suggests that
domestic political pressures for
such alternatives will remain
strong. The GATT Trade Policy
Review Mechanism has been an
important initiative during the
Uruguay Round to enhance the
international surveillance of
national policies which affect
trade. However, as recognised by
GATT member countries, more
needs to be done to achieve
policy transparency at the
national level if protectionist
pressures are to be disciplined
more effectively within countries.

The Asia Pacific Economic
Cooperation (APEC) forum has
been given a mandate to broaden
and deepen Uruguay Round
outcomes (Keating 1994c, p.48).
APEC can best help to remove
obstacles to regional growth by
encouraging outward-looking
trade liberalisation.

Australian industries will get the
most from the more liberal world
trading environment if they are
internationally competitive. To
achieve this, governments and
industries in Australia will need
to continue wide-ranging
structural reform of the domestic
economy. For example, meat
processing is a $6 billion a year
industry that stands to grow
significantly if Australian

graziers and meat processors can
take advantage of the market-
opening opportunities that are
now emerging. But better
management and work practices
in the meat processing sector are
necessary to maximise
Australia’s share of export
growth against increasingly
intense foreign competition from
New Zealand and a number of
South American countries (IC
1994c).

The commitment of other
countries to structural reform of
their economies is a continuing
challenge to and opportunity for
Australia. Reform continues
apace in our Asian neighbours
and in OECD countries. The
OECD (1994a, p.8) has noted
that:

In almost every Member country,
the process of structural reform
has been taken further during the
past three years ... This is
evidenced not only by the sheer
number of actions taken —
especially in the areas of labour
markets, financial services,
environmental protection,
deregulation and enhancing
competition in non-financial
services — but also by the fact
that only a small portion of these
measures represented steps back
from greater reliance on market
forces.

It is against this backdrop that
domestic policy developments
must be assessed.



Domestic policy
developments

The past year has seen a number
of major policy developments
addressing some of the principal
reasons why the Australian
economy is not performing to its
potential. Most notable have
been the steps taken towards
implementing a national
framework for competition
policy, changes in industrial
relations legislation and the
employment and training
initiatives announced by the
Commonwealth Government in
Working Nation (Keating
1994b,c).

Competition policy

Increasing the level of competit-
ion throughout the economy is a
key to higher productivity and
growth.

As Australian industries have
become more open to inter-
national trade, pressures are
building to expose other sectors
of the economy to greater
competition so as to improve
their performance. The changes
occurring in GBEs, including
better pricing practices, are an
important part of this broadening
of the reform agenda.

Review of developments

Enterprises in the private or
public sectors which are sheltered
from competition generally face
less pressure for management and
employees to constrain costs and
negotiate worthwhile product-
ivity improvements. Increased
competition can help to motivate
and underpin improved manage-
ment and an enterprise focus in
bargaining over pay and
conditions.

Reforms which increase
competition have beer pursued
by Commonwealth, State and
Territory governments. While
progress has been variable, key
reforms include splitting GBEs
into competing units, removing
regulatory barriers to entry,
making greater use of contracting
out through competitive
tendering and privatising some
business activities and services
(Appendices D, E and F).

Governments can achieve more
in some areas by acting co-
operatively. It was to build on
past reform efforts by individual
governments that the Independ-
ent Committee of Inquiry into a
National Competition Policy
(Hilmer 1993) was established.
The Review took a broad view of
competition policy. It proposed
extending the Trade Practices Act
to GBEs, statutory marketing
arrangements and unincorporated
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associations, which all have
considerable protection from
trade practices scrutiny. It also
identified many government
regulations and interventions that
impede the functioning of
markets.

The Hilmer Review proposed
new policy principles to regulate
markets traditionally supplied by
governments, particularly where
there are natural or mandated
monopolies. These principles
included reviews of regulatory
restrictions to competition on a
national level, structural reform
of monopolies, the granting of
access rights to essential facilities
(such as telecommunications
networks), limits on monopolistic
pricing and ensuring that public
and private enterprises compete
on neutral terms.

The Review proposed a number
of institutional initiatives
including the creation of an
Australian Competition
Commission by merging the
Trade Practices Commission and
the Prices Surveillance Authority
and a National Competition
Council to assist in progressing
co-operative reforms.

The Hilmer Review represents a
watershed in the process of

microeconomic reform in
Australia.

The February 1994 meeting of
the Council of Australian
Governments (COAG) gave in-
principle endorsement to the
competition policy principles of
the Hilmer Review, though many
implementational details were
left to be resolved. At its August
1994 meeting COAG agreed, in
general, to a package of
competition policy reforms and
transitional arrangements.
Following public consultation, it
agreed to finalise a legislative
package at its February 1995
meeting, with the aim of bringing
the new competition policy
arrangements into effect on

1 July 1995 (Box 1.2 and
Appendix G).

COAG also agreed that all
governments should share the
benefits to economic growth and
revenue from the Hilmer and
related reforms to which they
have contributed. The Industry
Commission is to undertake an
assessment of these benefits on
the basis of a brief from Heads of
Treasury.

Although COAG has met twice to
consider how to establish a
national competition policy, the



Review of developments

task has yet to be completed. will be required so that a
Extensive, possibly unpreced- successful outcome is reached
ented, co-operation among the at the next COAG meeting in
different levels of government February 1995.

Box 1.2

National competition policy reforms

COAG (1994b) has agreed, in general, to a package of reforms:

the revision of the conduct rules of trade practices legislation and their
extension to cover State and local government business enterprises and
unincorporated businesses;

the application by individual jurisdictions of agreed principles on structural
reform of public monopolies, competitive neutrality between the public and
private sector where they compete, and a program of review of regulations
restricting competition;

the establishment in each jurisdiction of a system to carry out surveillance of
prices charged by utilities and other corporations with high levels of monopoly
power and a regime to provide access to essential facilities such as electricity
grids and rail networks; the agreed approach will provide for participating
State/Territory regimes to be taken as being effective if they meet agreed
principles; and

the establishment of the Australian Competition Commission and the National
Competition Council to exercise recommendatory powers in relation to access
and pricing surveillance issues and advisory powers on matters determined by
governments. In relation to its advisory program, the Commonwealth is to
ensure that there is no duplication of the Council’s work by the Industry
Commission.

COAG agreed to the following transitional arrangements:

phase-in periods for the extension of trade practices law with provisions for
States and Territories to provide exemptions, subject to Commonwealth
override, for conduct that would otherwise breach competition laws;

grandfathering contracts entered into by the States and their authorities and by
local government under the shield of the Crown and by unincorporated
enterprises before 19 August 1994; and

confirmation that State indentures legislated prior to 19 August 1994, which
validly effect exceptions from the Trade Practices Act, will continue to have
that same effect.
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Industrial relations changes

Better labour market arrange-
ments are a key to higher
workplace productivity. During
the year the Commonwealth
Government changed its
industrial relations laws to bring
a greater enterprise focus to
bargaining over wages and
conditions and to review and
simplify industrial awards. The
States have also been reforming
their industrial relations systems
(Appendix F).

The Industrial Relations Reform
Act introduced enterprise
[flexibility agreements to promote
enterprise bargaining in non-
union workplaces subject to
Federal award coverage, albeit
with a provision for unions to
challenge the ratification of such
agreements before the Australian
Industrial Relations Commission.
These agreements complement
the existing certified agreements
covering enterprise bargaining
between unions and employers.
The Act also contains new safety
net provisions, including more
stringent rules regarding unfair
treatment in the termination of
employment.

The Commonwealth Government
has recognised that the process of
award restructuring and
simplification has further to go.

Under the Act, the Australian
Industrial Relations Commission
is to review all Federal awards
within three years to remedy any
deficiencies such as obsolete and
unnecessarily detailed provisions.

Assessing progress

Enterprise bargaining was
introduced into the Federal award
system in 1991. Initially, agree-
ments spread slowly. However,
the number of Federal agree-
ments registered has increased
from 1135 (covering 763 000
employees) in September 1993 to
around 2400 (covering over 1.3
million employees) in August
1994. Fifty-five per cent of wage
and salary earners covered by
Federal awards now have formal
enterprise agreements.

The spread of agreements in the
private sector has gathered pace,
with over 40 per cent of private
sector employees under Federal
awards now covered. Agree-
ments were initially concentrated
in the metals sector but there is a
continuing spread to other
industries and especially to the
services industries such as
wholesale and retail trades (DIR
1994). The Government’s target
is that 80 per cent of the work-
force under Federal awards be in
direct bargains by the end of
1996.
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Recent Commission inquiries restrictive award conditions (Box
have encompassed industry 1.3).

sectors where enterprise

bargaining has brought genuine Impediments to more rapid
reform. But they have also progress

pointed to other sectors where The extension of enterprise
productivity continues to be bargaining to the rest of the
constrained by poor work and economy will provide a means to
management practices and spur productivity growth. The

- Box 1.3
 Progress in workplace reform — examples from
- Commission inquiries

 In Petroleum Products (IC 1994f), the Commission reported that enterprise
_ bargaining has brought a more harmonious and productive environment to the

operations of several oil majors. = For independent distributors in non-
__metropolitan areas, however, industry-wide awards currently offer little
- flexibility in hours of work or working patterns. Enterprise bargaining is

progressively opening up access to oil terminals but more rapid progress is
- required in eliminating those provisions of the Laidely Agreement (on award
| conditions and delivery areas for tanker drivers) that restrict competition.

~ The report on Urban Transport (IC 1994b) noted that some public transport
~ operators have addressed inefficient management and work practices. For
_ example, Melbourne’s trams are being reduced from two- to one-person
~ operation. But inefficient workplace practices remain widespread with little or
~ no action being undertaken to address them. Weak competitive pressures and
 lack of financial scrutiny have contributed to a situation where awards for public
_ bus drivers are generally less flexible and result in less productive working time
. per shift than awards for private bus drivers. In South Australia, award
~ conditions for public bus drivers are substantially more restrictive than awards
for private drivers in terms of hours of duty, overtime and penalty payments and
_ allowances for signing on and off duty. Work practices restrict the ability of rail
. operators to make efficient use of staff. For example, rostering limitations

require that no electric train driver in Melbourne be allowed to go from a tunnel
_ into daylight more than four times in a shift.

_ In Meat Processing (IC 1994c), the Commission found that the pace of

- workplace reform has been painfully slow and continues to inhibit growth in this

~ $6 billion industry. Poor capital utilisation in meat works is, in part, attributable
to workplace inflexibilities associated with industrial awards, particularly penalty

~ rates which rise with increased hours of operation and multiple shifts.
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quality of management and how
it responds to its new responsib-
ilities under enterprise bargaining
will be crucial in realising prod-
uctivity improvements. Success
also depends upon goodwill
among the negotiating parties.
An important element under-
pinning goodwill is basic safe-
guards to protect the industrially
weak.

Legislation governing enterprise
bargaining needs to allow
maximum freedom for employees
and employers to come up with
mutually advantageous ways of
increasing productivity.

The spread and quality of
enterprise agreements have been
inhibited by a number of institut-
ional features. In its inquiry on
regional industry adjustment (IC
1993h), the Commission
identified three features of the
industrial relations framework
which still need to be addressed
in order to facilitate better labour
market practices.

o While the Industrial Relations
Reform Act has opened up
opportunities for non-
unionised workplaces to
engage in enterprise bargain-
ing, the powers granted to
trade unions to scrutinise and
oppose such agreements could
constrain new initiatives.

10

Registered unions that are
parties to an award remain the
sole bargaining agents for
certified agreements regardless
of any workplace agreement
negotiated directly between
employers and their
employees. Greater freedom
for workers to choose their
bargaining agent — whether
union, staff association or
other workplace representation
— would facilitate the
development of individual
workplace practices that better
suit employees and employers
alike.

Because enterprise bargaining
arrangements are still
effectively linked to the
centralised award system, the
scope for agreed outcomes to
reflect the requirements of
individual workplaces remains
constrained.

A safety net which establishes
common minimum employ-
ment standards for all workers
— such as minimum rates of
pay and leave conditions —
can be important to gain
workers’ commitment to
productivity improving
reforms. However, there is
currently a multiplicity of
safety nets — over 5 000
awards specify different
minimum wages and



conditions across a range of
crafts and occupations.
Complex safety net structures
incorporating matters beyond
basic standards can constrain
the ability of workforces to
adjust to change.

Working Nation labour market
initiatives

Working Nation addressed the
need to reduce the social and
economic costs of unemployment
through “sweeping changes to the
Social Security system and
landmark new labour market
programs” (Keating 1994b, p.3).

The Commonwealth Government
is spending an additional $5.7
billion over the next four years
on employment and income
support programs, with an
emphasis on the long-term
unemployed. A central part of
its strategy is the Jobs Compact,
through which the Government
is providing a job placement

to those who have been on
unemployment benefits for over
18 months. Taking those from
the back of the unemployment
queue and giving them training
and some work experience keeps
them in touch with workforce
and skill requirements. This

can improve both economic
efficiency and equity.

11

Review of developments

While these initiatives can
increase the growth potential of
the economy, they cannot direct-
ly generate new and sustainable
employment. That requires faster
economic growth. Faster growth
in turn requires that impediments
to workplace productivity and
disincentives to seek and offer
employment be removed.

To this end a number of
potentially far reaching initiatives
were announced in Working
Nation. The Government has:

« recognised that current award
wage settings may not be
appropriate for job seekers
with low or redundant skills. It
has moved to introduce
training wages that allow
employers to pay less than
award wages during training
periods in certain circum-
stances. Importantly, training
wages are to be linked to
competencies rather than age;

« begun to address the
unintended disincentives to
work associated with social
security benefits so that
recipients gain rather than lose
financially when undertaking
additional work (Box 1.4). At
the same time, penalties for
failure to accept a job offer,
attend an interview or attend a
training course will be
increased;
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o introduced competition in the Several implementational details
delivery of employment of Working Nation were left to
services to the unemployed,; be determined. The contribution

that its initiatives can make to
increasing employment will, in
part, depend upon how these
details are resolved and labour

« recognised the adverse effects
on industry of the Training
Guarantee Levy and suspended
it for two years.

Box 1.4
Working Nation changes to social security payments

~ Social security is an important safety net for those without work. However, there
- is mounting evidence that, in conjunction with the taxation system, current social
_ security arrangements create disincentives to accept employment — especially for
relatively low-skilled recipients eligible for family entitlements. Working Nation
_ attached priority to improving work incentives while providing adequate income
~ support. Because of the magnitude of the task, this issue is likely to stay on the
_ policy reform agenda for some time.

- From 1 July 1995, the incentive for recipients of social security payments to seek
_ additional income will be improved by lowering the withdrawal rate for benefits
_ from a dollar to 70 cents for each additional dollar earned. However, the income 7
- range over which the new rate will operate has been extended. For families with
_ one income earner and the non-working partner in receipt of the parenting
. allowance, the withdrawal rate will apply to between $70 and $378 of additional
_income per week, compared with the current range of $95 to $340.

~ Under current arrangements, if the working partner increases weekly earnings from
- $100 to $150, the additionial $50 earned is completely offset by an equivalent
~ reduction in benefits. Under the new arrangements, increasing the working
_ partner’s earnings from $100 to $150 will increase family income by $11.95 after
 incometax. |

 Despite the improvement to incentives, low income families will continue to face
_ very high effective marginal tax rates. In the example above, the family is better
_ off by $11.95 a week but its effective marginal tax rate is 76 per cent: 70 per cent
| due to the withdrawal of benefits and 6 per cent due to income tax of 20 per cent
_ applying to the remaining 30 cents per dollar of income earned.

- Compared with the situation where both partners are unemployed, a family with
_ one partner earning $350 a week currently gains $28.60 after tax and adjustments
. to social security payments. Under the new scheme, the net gain to the family is
$77.60 (a net increment of $49). Against the net gain from working has to be
_ offset the costs of attending work including travel, clothing and loss of leisure.

12



market programs adjusted in the
light of experience.

Crucial in this regard is how
flexibly the training element is
implemented. A new body, the
National Employment and
Training Taskforce, is to oversee
the introduction of the training
wage and build employer
commitment to offer job places.
It is important that the Taskforce
recognise the value of the wide
variety of on-the-job training.

Monitoring the performance of
labour market programs is also
important. Past deficiencies in
the monitoring of training
schemes have precluded mean-
ingful judgments about program
effectiveness (IC 1993h).

The success of the Working
Nation employment initiatives
will depend on how firms
respond to changing industrial
relations arrangements. Firms
and their employees need to be
able to adjust workplace arrange-
ments quickly in response to
rapidly changing circumstances.
If they are able to do so, the
business investment needed to
sustain the creation of new jobs is
more likely to be forthcoming.
Otherwise, much of the expend-
iture on job programs may be to
no avail.
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Industry assistance

In line with the assistance
reduction program announced in
1991, assistance to manufactur-
ing declined in 1993-94 to an
average effective rate of 10 per
cent. Having peaked in 1990-91,
assistance to agriculture
decreased slightly in 1992-93
(the latest year for which
estimates are available), to an
average effective rate of 11 per
cent. This reflects increased
returns from export markets, the
counter-cyclical nature of many
agricultural assistance programs
and phased reductions in tariffs
(Appendix L).

The Government announced in
Working Nation that those tariffs
which are being phased down to
5 per cent in 1996 will be
maintained at that level there-
after. This means that from 1996
nearly all industries will have
tariff rates between zero and 5
per cent. While low by historical
standards, these tariffs will
continue to impose costs on
industry and consumers.
Assistance provided by tariffs of
5 per cent and below will be
equivalent to a tax on consumers
of about $1.7 billion in the year
2000-01.
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The most notable exceptions to
the general tariff phasing
program are the passenger motor
vehicle (PMV) and the textile,
clothing and footwear (TCF)
industries. Under current phasing
arrangements for PMV and TCF
their tariff rates will be 15 per
cent and up to 25 per cent
respectively in the year 2000-01.
These tariffs will impose costs on
consumers of about $2.3 billion
— over half of the estimated $4
billion consumer tax equivalent
of total manufacturing assistance
at that time. A further public

review of the economy-wide
benefits of reducing differential
assistance to these sectors
therefore assumes considerable
importance. The Government
announced in Working Nation
that reviews of these sectors will
take place in 1996.

An important development in
1993-94 was the announcement,
as part of Working Nation, of the
principles which will underpin
future industry policy (Box 1.5).
The strength of these principles
lies in their commitments to
advance the broader national

Box 1.5

The Government’s industry policy principles

The principles which underpin industry policy were summarised in Working Nation

(Keating 1994c, p.58) as follows:

» the role of government is to provide a business environment in which individual

firms can build on their competitive advantages, not to shelter them from
competition;

industry policy should address systemic problems and impediments, recognising
that the solutions sometimes require action at the industry-specific level and
taking account of the different strengths of, and problems facing, large and small
enterprises;

the Government should be a catalyst for promoting activity that is in the broader
national interest but which otherwise would not occur;

policies in relevant areas, including education and training, industrial relations,
trade, business law and taxation, should assist in building industry
competitiveness;

industry and environmental policy should be coordinated to ensure that future
growth is ecologically sustainable; and

industry policy needs to evolve, with wide consultation, to reflect changing
circumstances and yet be transparent and predictable.

14




interest rather than sectional
interests; to create an environ-
ment for industry development
which allows firms to build on
their competitive advantages
rather than being sheltered from
competition; and to develop
industry policy in a transparent
manner. The test of the princip-
les lies in how they are applied.

New industry assistance expend-
itures announced in Working
Nation total $460 million over
four years. Key initiatives are
directed to small and medium-
sized businesses. These firms
are seen as facing particular
difficulties.

To the extent that these initiatives
overcome market failures, there
will be net benefits. However,
the additional costs that small and
medium-sized enterprises may
face in gaining access to finance
and markets and in undertaking
R&D do not necessarily indicate
that markets are failing.

For example, when the Commiss-
ion reviewed the availability of
capital for business generally, it
found that higher costs of debt
finance for small businesses can
reflect the inherently greater risk
and the higher loan administrat-
ion costs of lending to them (IC
1991e).
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Business regulation and
regulation review

Unnecessary or inappropriate
regulation can impose consider-
able costs on business. It can
reduce incentives to develop new
products and new markets and
thereby reduce economic growth.
Winding back unnecessary
regulation has been difficult, not
least because of poor public
understanding of its costs and
benefits.

In recognition of this, the
Commonwealth Government
announced a business regulation
reform package in Working
Nation which “reflects a renewed
commitment to regulation review
at the Commonwealth level”
(Keating 1994c, p.36). This
includes:

o better review processes for
both new and existing
Commonwealth regulation to
allow for scrutiny, consultation
and analysis of effects before
new regulation is enacted;

» a Council of Business
Representatives to provide
advice on regulation review
and reform to the Structural
Adjustment and Trade
Committee of Cabinet;

« additional resources for the
Office of Regulation Review
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within the Industry
Commission; and

« an electronic register to
contain all existing and future
Commonwealth delegated
legislation.

In adopting these initiatives the
Government has accepted the
majority of the recommendations
of the 1992 report of the
Administrative Review Council
on rule making by Common-
wealth agencies (ARC 1992).
One recommendation not adopted
was the phased sun-setting of all
Commonwealth regulation.
Instead, the Government decided
that port-folio Ministers are to
develop programs of reform of all
regulations within their
jurisdictions.

These initiatives provide a basis
for a more comprehensive
assessment of the impact and
worth of the vast array of social
and economic regulation. Much
of this has never been reviewed,
nor its impacts properly
evaluated (Appendix G).

The task ahead

The welcome increase in
economic growth in Australia
over the past year must not be
allowed to induce complacency
about the substantial and ongoing

reform task that lies ahead.
Achieving a coherent framework
for competition policy at the next
meeting of COAG is particularly
important to the reform effort.

Success in the reform task ahead
depends crucially on co-operation
between governments. But the
track record is that reforms
involving different governments
have been slower to materialise
or more likely to be stymied by
parochial interests. Institutional
arrangements, such as COAG,
have evolved to facilitate co-
operative approaches and have
had notable successes such as the
agreement on the mutual
recognition of regulation.

We need to build on existing
processes and find ways in which
Australia’s federal system can
work better so as to improve the
competitiveness of Australian
industry. This is the focus of
Chapter 2.
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Federalism and

Australia’s
economic
performance
Commonwealth, State and
Individually, Australian Territory governments contribute

governments have embarked
on reforms to improve
productivity and the compet-
itiveness of firms. However,
the development of national
markets and the efficient
provision of  government
services also requires co-
operation between govern-
ments across Australia. The
challenges are not new, nor are
attempts to address them. But
the imperative for change
becomes greater with contin-
uing globalisation of markets
and intensifying international
competition. ~ The  reform
process increasingly involves
complex questions concerning
intergovernmental  relations.
Hence, a strengthening of co-
operation between Australian
governments is necessary to
improve Australia’s economic
performance.
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to reforms in their own right.
However, under Australia’s
federal system, some reforms are
possible only through co-
operation and co-ordination
among governments.

The need for co-operation has
long been recognised, and
institutional arrangements have
evolved to facilitate nationally
coherent policies and reforms.
The Council of Australian
Governments (COAQ) is playing
a central role in this regard.
Deliberations of the Council have
shown not only the importance of
achieving more rapid progress,
but also the difficulties.

The imperatives for reform in
areas where the responsibilities
of the Commonwealth, State and
Territory governments interact
and overlap have been reaffirmed
through successive Commission
inquiries and related research.
This chapter draws on that work
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Box 2.1
Key federal reform issues from Commission inquiries —
inconsistent and overlapping regulation

In Petroleum Products (IC 1994f), the Commission found that local council
regulation of access by B-double transport vehicles to roads in their jurisdiction
has led to an ad hoc approach. Moreover, inspection standards for road transport
are not consistent between States and Territories; for example, some States and
Territories do not recognise each other’s tanker certifications. The Commission
concluded that the absence of nationally recognised vehicle standards is an
impediment to the efficient operation of interstate road transport.

The Commission’s report on Environmental Waste Management Equipment,
Systems and Services (IC 1993f) found that the environmental waste industry is
adversely affected by complex and overlapping regulations between State and
Territory governments for approving technologies to address the same
environmental problems. The industry’s costs are increased by the requirements
of a variety of environmental bodies within jurisdictions as well as the
requirements of different jurisdictions. Excessively complex and overlapping
regulations create uncertainty in the industry which increases the risk to
investment in the development and commercialisation of research. It may also
encourage industry fragmentation and loss of scale economies because the
production of similar products has to meet the particular requirements of different
States and Territories.

In its report on Intrastate Aviation (IC 1992a), the Commission noted that the
licensing arrangements for intrastate aviation in Tasmania restrict the scope for
direct competition from interstate operators. Firms operating flights between the
mainland and Tasmania can only carry passengers on an intrastate journey in
Tasmania if the journey forms part of an interstate trip. A flight operator from
Victoria to Launceston via Flinders Is. or King Is. cannot pick up passengers or
freight from either stopover for Launceston. Intending passengers are required to
prove they are undertaking an interstate trip before commencing their journey on
such flights.

In Mining and Mineral Processing in Australia (IC 1991a), the Commission noted
that mining and minerals processing activities are subject to detailed regulation
involving all levels of government. Independent pursuit of their own purposes by
each level of government, combined with a penchant for frequent changes in the
rules, has resulted in a bewildering mish-mash of regulations. This imposes
substantial costs, delays, and uncertainty — particularly when it comes to trying to
gain approval for new mining projects — while rarely achieving apparent
objectives (or so doing at enormous cost).

18




to provide information of
relevance to the continuing
process of reform within the
Australian federation.

Federalism and
competitiveness

While there are distinct advant-
ages in a federal system of
government, industry competit-
iveness can be affected by the
approaches that different govern-
ments take to regulation, taxation
and public provision of goods
and services.

Federalism and economic performance

the Commonwealth and the
States and differences in
regulatory regimes between the
States have impeded improved
performance in many Australian
industries. They have created
uncertainty for investment,
unnecessarily increased the costs
of industry, restricted the
operation of national markets and
increased the burden on tax-
payers (Box 2.1).

State and Territory taxes have
also been found to inhibit
industry efficiency. For example,
some taxes reduce land-use

Overlapping regulations between

Box 2.2 ~ .
Key federal reform i issues from Commlssmn mqumes e
State taxation o . e

The Commission report on Taxanon and Financial Policy Impacts on Urban
Settlement (IC 1993b) found that stamp duties on the sale of dwellings tax
mobility and reduce the affordability of housing. It also concluded that the
various exemptions and concessions in land taxes distort land uses; for example
owner-occupied housmg and much rural and govemment land i is excmpt

In Availability. of Capztal (IC 19915) the Commxssron noted that stamp duty on
loan securities restricts flows of funds and can inhibit the efﬁcmnt allccatmn of
capital. /

The Commission’s report on Petroleum Products (IC 1994f) noted that different
State government tax rates on: petrol distort the geographic pattern of fuel
production, distribution and sale. ~'

State and Territory taxes on the sale of tobacco products and licence fees to sell
tobacco products vary between jurisdictions. Evidence presented to the
Commission inquiry on The Tobacco Growing and Manufacturmg Industries (IC
1994e) suggested that operators transport tobacco products across borders to take
advantage of the tax differential between the States and Territories.
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Box 2.3
Key federal reform issues from Commission inquiries —
physical and social infrastructure provision

The Commission’s report on Workers’ Compensation in Australia (IC 1994a)
found that additional costs are incurred by firms because of the lack of national
integration of workers’ compensation schemes. Staggered and selective reforms
by each jurisdiction have contributed to a fragmented and inconsistent system
across Australia which can raise compliance costs. Some firms operating in
more than one jurisdiction have had to pay full premiums to more than one
scheme for the same workers. In the case of interstate commercial drivers, the
additional cost has been estimated at $15 million each year. The Commission
also noted the complexities faced by national employers who wish to self-insure.
A firm such as BHP with multiple operations across Australia has not been able
take out one self-insurance licence for all its employees. Instead, it must take out
- separate licences in each jurisdiction where it is permitted to self-insure. The
varied rules between schemes are an additional administrative burden on self-
insurers operating across State and Territory boundaries which adds to costs and
hinders efficiency.

. Participants in the inquiry on Impediments to Regional Industry Adjustment (IC
- 1993h) indicated that a lack of co-ordination between Commonwealth, State and
local governments regarding roads and railways adds to the costs of
infrastructure provision. The Commission found there is scope to improve the
co-ordination and integration of infrastructure provision between governments.

The Commission’s report on Energy Generation and Distribution (IC 1991b)
found that State and Territory electricity authorities have largely sought to
balance their own generation and loads internally. The lack of an integrated
. interstate network for electricity transmission precludes efficiency gains from
| greater economies of scale and competition in supply.

The Commission’s report on Rail Transport (IC 1991c) found that inadequate
integration between State-based rail systems had contributed to higher than
necessary costs for users. - It identified differences between technical
specifications and operating rules and procedures, including differences in
- maximum dimensions (which govern movements through tunnels, across bridges
and beneath overhead wires), braking systems, radio communication systems and
power systems for electric trains.

In its report on Adding Further Value to Australia’s Forest Products (IC 1993e),
~ the Commission concluded that the competitiveness of the forest products
_ industries is closely linked to the performance of governments in providing
. infrastructure services such as energy, rail, road and port services.
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efficiency and labour mobility
and impede the best use of capital
(Box 2.2 and Appendix B).

Public enterprise inefficiency can
increase industry costs, impair
competitiveness and/or increase
the burden on taxpayers. The
Commission’s inquiries have
demonstrated that improvements
in industry competitiveness are
closely linked to the performance
of different governments in
providing energy, transport and
communication services through
GBE:s.

Inadequate integration of
physical and social infrastructure
across jurisdictions can restrict
the further development of
national markets and add to the
costs of firms (Box 2.3).
Developing integrated infra-
structure networks is a key area
for intergovernmental co-
ordination and co-operation.
However, establishing interstate
networks among separate State-
based systems, such as electric-
ity, rail and water resource
management, presents significant
problems (Appendix A).

Duplication of services and
administration between govern-
ments has become a major focus
for interjurisdictional reform.
Duplication can be wasteful and
induce inefficiencies in govern-
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ment expenditure and taxation.
However, it is an area where data
inadequacies and a lack of
analysis make it difficult to
gauge the impact on economic
performance.

Some recent Commission
inquiries have found a confusion
of objectives in service provision
where different governments are
involved. Accountability
problems frequently inhibit
improved performance. In its
examination of Public Housing
(IC 1993g), for example, the
Commission pointed to the need
for governments to clarify their
housing objectives and better
delineate their roles. The present
shared responsibilities under the
Commonwealth-State Housing
Agreement provide opportunities
for each government involved to
escape public scrutiny and
accountability and reduce incent-
ives for State governments to
provide services at least cost.
However, it was not possible for
the Commission to quantify the
impact of these problems on the
costs of public housing.

Duplication of services may not
always be wasteful. Competition
between governments in efficient
service delivery and administra-
tion can make an important
contribution to innovation and
national economic growth.



Chapter 2

However, competition in the
provision of subsidies to attract
firms from other States and
Territories can distort locational
decisions and result in industry
fragmentation and higher costs
(IC 1993h).

Progress in federal
microeconomic reform

Reducing the impediments to
better economic performance
which arise from Australia’s
federal system has become a
priority for all governments. A
number of the inter-jurisdictional
problems identified in Commiss-
ion inquiries have been, or are
currently being, addressed in
intergovernmental forums.

The process of inter-
Jjurisdictional reform has been
managed largely through COAG
and Councils of Commonwealth,
State and Territory ministers.
These forums have accorded high
priority to reducing overlapping
and inconsistent government
regulation, reducing duplication
of services and administration
between governments, improving
accountability and transparency
in service provision, and
improving the performance of
GBEs.
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Regulation

Several national standards and
regulatory bodies have been
established under
Commonwealth-State agreements
in recent years to reduce
overlapping and inconsistent
regulation. They include the
Australian Securities
Commission, the National Food
Authority, the National Road
Transport Commission and the
National Registration Authority
for Agricultural and Veterinary
Chemicals. All governments,
apart from Western Australia,
have agreed to introduce
legislation to establish the
National Environment Protection
Council.

In some cases, the States and
Territories have agreed to
arrangements to reduce
inconsistent regulation between
their jurisdictions. For example,
they have introduced a uniform
system of prudential supervision
of permanent building societies
and credit unions with the
Australian Financial Institutions
Commission established as the
national supervisory body
(Premiers and Chief Ministers
1991). The scheme was imple-
mented by template legislation
passed by the Queensland
Parliament followed by comple-



mentary legislation by other State
and Territory governments.

The Commonwealth, States and
Territories agreed to the intro-
duction of a system of mutual
recognition of regulation from

1 March 1993. The limited
information available at this early
stage suggests it has reduced
some of the adverse effects of
overlapping and inconsistent
regulation (Appendix G).

Working Nation (Keating 1994c)
announced a series of Common-
wealth government measures to
reduce the costs of regulation,
and most State governments have
actively pursued regulation
reform. However, much remains
to be done in reducing overlapp-
ing and inconsistent regulation.
For example, in Meat Processing
(IC 1994c), the Commission
noted the progress of State
governments in introducing
legislation to facilitate quality
assurance in meat hygiene in
abattoirs, but expressed concern
at the potential for disparate
systems to evolve throughout the
country. It suggested that a more
co-ordinated approach between
the States in the choice of quality
assurance programs and the
accompanying standards would
benefit both the meat industry
and the Australian community.
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Shared responsibilities

COAG has agreed on a strategy
for reducing duplication between
governments and improving
accountability. It has acknow-
ledged that, in some areas, a clear
allocation of functional respon-
sibility to one level of govern-
ment may be appropriate. In
cases in which shared respon-
sibilities are likely to continue,
roles are to be delineated in an
attempt to avoid unnecessary
overlap and duplication, improve
accountability and minimise
administrative costs. Some
progress has already occurred.
For example, road funding
responsibilities have been
rationalised to confine the
Commonwealth responsibility to
the national highway system. A
number of functional areas have
been identified for review,
including public housing, child
care, health and community
services (COAG 1994a).

There is an urgent need for a
thorough assessment of the
extent of duplication in service
provision and administration
between governments and its
costs to the economy. Until this
is done, discussion of the issue
will be confounded by a lack of
information. The evidence of
duplication is often contentious
(EPAC 1990). Without compre-
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hensive information it is not even
possible to assess adequately the
priorities which have been
established and the progress
achieved.

A significant step towards
improving accountability and
efficiency in service provision
has been the agreement to
establish the Review of
Commonwealth and State Service
Provision. The Review has two
components: the collection and
publication of quantitative
performance indicators to allow
benchmarking comparisons of
efficiency; and an assessment of
relevant service provision reforms
that are underway or under review
by governments (Dawkins
1993a). The Review offers the
prospect of improving the focus
on outcomes in service delivery,
providing data on comparative
performance in service delivery
and establishing ‘best-practice’
models to improve efficiency
(Chapter 3).

National infrastructure
networks

Integration of certain
infrastructure networks has been
initiated through intergovern-
mental agreements. For example,
there is an agreement to establish
an interstate electricity grid and a
national framework for trade in
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gas across State boundaries. The
National Rail Corporation has
been established to provide an
integrated national rail freight
service. COAG has endorsed
arrangements for the manage-
ment of water resources across
jurisdictions as part of a strategic
framework to achieve an efficient
and sustainable water industry.

It will build on initiatives such
as the Murray-Darling Basin
Commission which is attempting
to better integrate water catch-
ment management across
jurisdictions.

The formation of national
infrastructure networks from
State-based systems has been
considerably delayed as a result
of differences in approach
between governments, and
disagreement over the financial
arrangements. Some State
governments have been slow to
agree to the separation of
generation and transmission
functions and to settle issues of
ownership of electricity trans-
mission assets. Similarly, the
ownership and control of railway
tracks and related infrastructure
by State governments continues
to frustrate the development of a
national rail freight network.
(Issues in developing national
networks are discussed in
Appendix A.)



GBE reform

GBEs are also at the centre of
reform proposals being
considered by Commonwealth,
State and Territory governments
arising from the Hilmer Report
into competition policy (Chapter
1 and Appendix G).

The Steering Committee on
National Performance Monitor-
ing of Government Trading
Enterprises was established by
the Special Premiers’ Conference
in July 1991 to develop a
national performance monitoring
system for public enterprises.
The Steering Committee has
published two reports on
financial and non-financial
performance indicators for major
enterprises in each jurisdiction
(SCGTE 1993, 1994b).

Reforms by other processes

Reforms are also proceeding
through other mechanisms. The
annual Premiers’ Conference has
been the focus of intergovern-
mental negotiation of financial
issues that have a bearing on
microeconomic reform. For
example, governments have
agreed to establish a process for
achieving tax uniformity and
competitive neutrality between
GBE:s and firms in the private
sector. The States and Territories
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will collect tax-equivalent
payments directly from their
wholly-owned GBEs. The
Commonwealth will continue
to collect tax from enterprises
jointly owned by public and
private interests and compre-
hensively apply income tax and
wholesale sales tax to its own
trading enterprises (Willis
1994b).

Other reforms have been made.
The Australian Loan Council
arrangements were revised in
July 1993 to allow the States
greater freedom and respon-
sibility in managing their
borrowings and to enhance the
role of financial market scrutiny
as a discipline on public sector
borrowings. The Commonwealth
Grants Commission has revised
its fiscal equalisation method-
ology in an attempt to reduce the
effect on government policy
decisions.

Further reform issues

Despite the achievements made
possible by co-operation between
governments, significant
impediments to better economic
performance remain. Govern-
ments must continue to work
together to reduce overlapping
and inconsistent regulation, to
improve accountability in service
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provision and to co-ordinate the
provision of infrastructure and
the development of interstate
infrastructure networks.

While the national competition
policy proposals are at the
forefront of the current reform
agenda, the framework for co-
operation between governments
must address many other issues
as well. The Commission’s own
inquiry program is one source of
such issues. Recent or current
inquiries relevant to different
governments include Workers’
compensation, Tobacco,
Charitable organisations, and
Occupational health and safety.

Co-operative federalism

Economic performance can be
enhanced by governments vary-
ing the provision of services
according to the needs and pref-
erences of people in different
regions. In a federation,
decisions can be more responsive
to local needs and useful innovat-
ions may be encouraged by
competition between govern-
ments. In Australia, much can
and has been done to improve
economic performance by gov-
ernments individually enacting
reforms.

While some issues can be best
dealt with by competition
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between governments, others
cannot. Where competition
detracts from, rather than
enhances, community welfare,
co-operation between govern-
ments is necessary.

In those areas requiring co-
operation and co-ordination
between governments, COAG
has provided a focal point.
However, the recent experience
on competition policy shows that
reforms that already have in-
principle agreement within
COAG can prove difficult to
advance. Substantial delays have
occurred in the establishment of
the national electricity grid and
in clarifying roles and respon-
sibilities of governments in
various program areas. Clearly,
the co-operative approach can be
slow if it requires agreement by
all governments; lowest common
denominator solutions may
prevail; differences between
governments may dominate at
times; and important issues may
remain unaddressed.

The challenge for governments
is to make intergovernmental
co-operation work better. In
addressing this challenge, some
fundamental issues need to be
resolved. Should it be necessary
to achieve unanimous agreement
before reforms can proceed?
Should there be provision for



those governments which agree
on a matter to proceed with
implementation, with other
governments free to join later?
How important is it to accom-
modate trade-offs in negotiations
between governments across
major issues? What lessons
might be drawn from inter-
national experience, for example
from the European Union?

Information about the benefits
and costs of reforms, and
transparency of proposals
developed in intergovernmental
forums, can also be important to
durable reform. They provide the
basis for improved public under-
standing and for the resolution of
areas of policy disagreement.

Commonwealth-State relations
are complex. It can be difficult
to understand how the arrange-
ments work and their impacts on
economic activity. These
difficulties are compounded by
features of Australia’s federal
system, particularly those
pertaining to financial relations
between governments.

Competition between govern-
ments complements inter-
governmental co-operation by
establishing ‘best-practice’
models of reform. Governments
will continue to implement
reforms within their own juris-
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dictions to be emulated or
modified by other governments
within the federation. For
example, casemix funding of
public hospitals has been
introduced in some jurisdictions
following Victoria’s lead. The
Review of Commonwealth and
State Service Provision is
intended to assist governments
by collating and assessing such
service provision reforms.

In some circumstances, the
Commonwealth will need to take
the lead in national reforms.

For example, in Workers’
Compensation in Australia (IC
1994a), the Commission
recommended that the Common-
wealth establish a nationally
available workers’ compensation
scheme to minimise cost-shifting
between jurisdictions, establish
greater regulatory uniformity and
provide competition with State-
based schemes.

Expenditure and revenue
issues

Intergovernmental fiscal
arrangements strongly influence
the taxation, expenditure and
regulatory decisions of govern-
ments in federal systems. A
degree of revenue concentration
in national governments and
mechanisms for intergovern-
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Table 2.1 ‘
Government outlays and sources of revenue, 1993-94
Own-source revenue Own-purpose outlays Ratio
) @ (1):(2)
$b % of total $b % of total
Commonwealth 97.5 74 823 54 1.18
State & Territories  29.6 22 63.3 41 0.47
Local government 5.4 4 7.9 5 0.67

Sources: ABS (1993b), Dawkins (1993b)

mental grants are features of
most federal systems.

In Australia in 1993-94, the
Commonwealth government
collected 74 per cent of total
public sector revenues but was
responsible for 54 per cent of
outlays (Table 2.1). Over 40
per cent of State revenue was
obtained from the Common-
wealth through general and
specific purpose payments.

Federal fiscal arrangements
influence Australia’s economic
performance through the way
they affect the expenditure and
revenue decisions of State
governments. Their impact on
these decisions has been the
subject of long-standing debate
and a number of issues still have
to be resolved. Do federal fiscal
arrangements reduce State budget
flexibility? Do they reduce fiscal
responsibility? Do they distort
State taxes? Do they impede
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microeconomic reform? The test
of well-designed arrangements

is that they should not impede
improvements in the efficiency
of State and Territory programs
and organisations, nor inhibit the
introduction of Australia-wide
reforms such as a national
competition policy.

Expenditure

A feature of the Australian
system of intergovernmental
grants is the heavy reliance on
specific purpose payments
(SPPs), which account for over
half of Commonwealth payments
to the States and Territories
(Appendix C). They assist the
States and Territories in meeting
expenditures for purposes
designated by the Common-
wealth, subject to the States and
Territories meeting certain
conditions.




SPPs provide an opportunity for
the Commonwealth government
to set national priorities. Several
State and Territory governments
have claimed that reliance upon
SPPs limits their budget flexibil-
ity and restricts their ability to
respond to changing policy
imperatives (for example, see
New South Wales 1993, Northern
Territory 1993, Tasmania 1993).
One particular issue under review
by COAG is the contribution of
SPPs to duplication of adminis-
tration and confusion of roles
between Australian governments.

There is little empirical analysis
of the economic impact of the
form of SPPs. In making any
assessment, it is important to
distinguish between payments
through the States and Territories
and payments fo the States and
Territories, and to discern the
proportion of payments which
have detailed matching
conditions (Appendix C).

SPPs with matching funding and
maintenance-of-effort require-
ments by the States and
Territories are the ones most
likely to limit State and Territory
budget flexibility (Appendix C).
These conditions may also reduce
incentives for State and Territory
governments to improve prod-
uctivity, because they cannot
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redirect financial gains to other
programs or to reduce deficits.

Possible ways of alleviating the
impact of SPPs on State and
Territory budget flexibility
include reducing the proportion
of grants with matching cond-
itions, greater broad-banding of
SPPs and increasing the use of
general purpose payments
(Appendix C).

Another issue is the impact of
intergovernmental grants on
public sector efficiency and
accountability. For example, in
its report on Impediments to
Regional Industry Adjustment (1C
1993h), the Commission noted
the potential for extensive
Commonwealth payments to the
States and Territories to blur the
accountability of governments
and reduce fiscal responsibility.
However, unless the Common-
wealth government can see
benefits for itself, it may be less
likely to raise additional taxes to
meet State and Territory demands
for funds. SPPs have been one
way of structuring intergovern-
mental grants so that all govern-
ments play a role in areas of
shared interest.

Again, little information is
available on the net impact of
these effects. The report of a
working party of Common-
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wealth, State and Territory
Treasury officials (Working Party
on Tax Powers 1991) concluded
that it is difficult to assess the
extent to which current inter-
governmental financial arrange-
ments have affected State and
Territory fiscal decisions and
reduced accountability.

Revenue

To a large extent, the States and
Territories have had to rely on a
range of narrow, regressive and
distortionary taxes (Appendix B).
These include stamp duties,
franchise fees, motor vehicle
taxes and taxes on financial
institutions. They add to
business costs and especially
disadvantage those who most
intensively use the services
subject to these taxes. Stamp
duties constitute some 14 per
cent of State and Territory
government taxes and charges,
despite their undesirable
efficiency and equity effects.

The revenue derived from State
and Territory taxes tends to
exhibit a high degree of volatility
with changing economic circum-
stances. For example, a study by
the New South Wales Tax Task
Force (1988) demonstrated that
there were significant year-to-
year variations in the yield of the
State’s tax system. Such variation
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can cause considerable revenue
uncertainty for State and
Territory budget programs. In
the context of microeconomic
reform, this raises the issue of
whether State and Territory
revenue instability is
encouraging governments to
resort to more distortionary taxes.

Limited tax bases may lead State
and Territory governments to
rely more on dividends from
GBEs than otherwise. The
incentive to over-rely on
dividends from GBEs as a tax
base is strength-ened by the
monopoly supplier position of
many of these enterprises. That
said, the recent evidence is that
dividend pay-ments generally are
not excessive (IC 1993d).

The desire of governments to
protect their dividend sources
may also limit the scope of GBE
reform. Governments may be
reluctant to open up public
enterprises to competition or
private ownership for fear of
losing a major revenue source.
State and Territory governments
have identified this as a factor in
their reform programs and
requested access to Common-
wealth revenue gains from
national competition reforms
(Premiers and Chief Ministers
1994).



The States do have some degree
of control over their revenue base
and some scope to reduce their
reliance on distortionary taxes.
However, they have been
reluctant to exploit fully the tax
bases available to them and are
prone to grant exemptions and
concessions. They have also
applied broad-based taxes such as
payroll and land tax in a discrim-
inatory fashion (Appendix B). In
the past, governments chose to
exempt many of their own
enterprises from taxes and
charges. However, the practice
is being gradually reversed.

Some changes agreed by the
Commonwealth and State gov-
ernments may reduce the impact
of revenue concentration. COAG
has agreed that all governments
should share in the benefits to
economic growth and revenue
from national competition policy
reforms (COAG 1994b).

Commonwealth GBEs are now
subject to State and Territory
payroll taxes and the Common-
wealth has agreed that the States
and Territories can collect tax-
equivalent payments from their
own GBEs. New taxation
arrangements agreed by the
Commonwealth, States and
Territories are designed to ensure
that decisions to privatise GBEs
are based on the economic merits
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of the case and are not unduly
influenced by taxation
implications. Although only
raising a small amount of
revenue, the bank account debits
tax was transferred to the States
and Territories from 1990-91.

There is scope to reduce the
distortionary impact of State and
Territory taxes, impediments to
GBE reform and incentives to
use GBEs as a tax source. There
is a need for further analysis of
the effects of SPPs on the budget
flexibility of State and Territory
governments as well as assess-
ment of the extent of duplication
between governments and its
costs to the economy. The
reform process should also have
regard to the ways in which
revenue concentration and
unclear expenditure respon-
sibilities impede better economic
performance.

Resolution of these issues will
involve some complex questions
concerning intergovernmental
relations. Strengthening co-
operation between Australian
governments is nevertheless an
essential step in deepening the
reform of the Australian
economy.
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Operations of the
Commission

- The Commission continued a

broad and  challenging

program of inquiries during
- 1993-94. The year also saw
the
Commission’s activities into

a  broadening of

other areas associated with
reform. The transition of the
Commission’s ‘headquarters
to Melbourne was a focus for
\ mtemal management ‘
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Role of the Commission

The Commonwealth Government
established the Industry
Commission in 1990 as its review
and advisory body on industry
matters. It envisaged that the
Commission would be a catalyst
for structural reform in the
Australian economy. The ambit
of Commission investigations is
wide — encompassing agriculture,
mining, manufacturing and
services — and covers broad
issues that affect many industries,
labour and community groups and
the environment.

The Commission’s principal
function is to conduct public
inquiries into matters referred to
it by the Commonwealth Govern-
ment (and increasingly in
consultation with the States and
Territories). In conducting its
inquiries, the Commission
operates on three fundamental
precepts:

- it provides independent advice;

« its inquiries are open and
public; and



Figure 3.1

The Commission's 1993-94 inquiry progrant'

EWMESS YIDR)

Urban transport
Adding further value to Australia's forest products (IDR)
Public housing
Workers' compensation in Australia

Impediments to regional industry adjiistment

Petroleum products
Meat processing (IDR)
Defence procurement

Research and development

Tobacco manufacturing and growing industries
Charitable organisations
Vehicle repair and insurance industries ®
’ New industrial materials (IDH)

Occupational health and safety

a An inquiry commences when the terms of reference are received and is completed when the final report is signed.
b Environmental waste management equipment, systems and services.
¢ Vehicle and recreational marine craft repair and insurance industries.

IDR Industry development reference.

1992-93

1994-95

1993-94




. it approaches industry policy
issues from the perspective of
the community as a whole —
rather than the interests of any
particular industry or group (IC
1993d).

The Commission also has a
general reporting function. The
Industry Commission Act 1989
requires the Commission to report
annually on the performance of
Australian industry; and on
developments in industry assist-
ance and regulations.

The Government has called on the
Commission to participate in
broader aspects of structural
reform through advice on regulat-
ion, performance monitoring and
technical inputs to other agencies
and inquiries (see below).

As structural reform inevitably
broadens to embrace a wider
range of issues in social as well as
economic fields, the Commission
finds that it has a role to play in
explaining to a wider cross-
section of the community the
potential net gains from structural
reforms.

As an advisory body, the
Commission has no powers to
directly alter or implement
government policy. Its influence
on policy comes through
providing information, analysis,
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advice and commentary in a
transparent way.

Inquiry program

During 1993-94, the Commission
completed eight inquiries and
commenced another seven (Figure
3.1). The program covered
manufacturing (mainly industry
development references), as well
as a number of complex and far-
reaching inquiries in areas of
economic infrastructure (Urban
transport, Impediments to
regional industry adjustment
(IRTA), Petroleum products,
Research and development), and
social infrastructure (Public
housing, Workers’ compensation
and Charitable organisations).

The inquiries completed covered
a range of reform and industry
policy issues, including:

« competition and pricing reform
(Urban transport);

- Dbetter targetted social policies
(Box 3.1);

- regional adjustment (IRIA,
Tobacco);

- intergovernmental relations
(Environmental waste
management equipment,
systems and services
(EWMESS), Public housing,
IRIA, Workers’ compensation);
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- regulatory issues (EWMESS, IRIA, Meat processing).
Worker§’ compensation, Meat A summary of major findings and
processing); recommendations is presented in

. environmental considerations Appendix O.

(BO'X 3.2); an(.i ‘ The broad nature of the

- policy co-f)r.dmatmn and Commission’s work is also
accountability (Urban reflected in the forward inquiry
transport, Public housing, program (Box 3.3).

Box 3.1

Social issues and the inquiry program

The Commission’s 1993-94 inquiries covered a number of social issues, either as
the major theme or in assessing the effects of recommendations.

Public Housing (IC 1993g) dealt with the important social issue of providing
adequate housing for Australians. It highlighted the need for reform in the
provision of social infrastructure, and in particular, the ways in which
governments can deliver public housing and rental assistance more efficiently and
effectively.  Areas targetted for reform included the Commonwealth-State
Housing Agreement, public provision of housing, and housing for Aboriginal and
Torres Strait Islander people. The report’s findings confirm that provision of
public housing is a cost effective way to meet government housing objectives.
But people have a variety of housing needs. In addition to public housing, the
appropriate mix of assistance measures is likely to include rent assistance,
community (including co-operative) housing, and headleasing — that is, the
leasing of a property by a housing authority or community group for on-leasing to
a tenant.

Workers’ Compensation in Australia (IC 1994a) was another Commission inquiry
where the major focus was on improving the efficiency of the provision of social
infrastructure. In this instance, attention was given to prevention, compensation,
rehabilitation and return to work, interaction with other government programs and
superannuation and insurance regulation. The Commission recommended that a
nationally agreed compensation package be developed for those suffering work-
related injury and illness and the establishment of a nationally available workers’
compensation scheme.

The inquiry into Impediments to Regional Industry Adjustment (IC 1993h)
addressed the pervasive pressures for change on the regions of Australia. Labour
adjustment issues were a particular focus of the report. The Commission stressed
the importance of the social security system as a safety net for the unemployed.
However, it identified the interaction of the social security and taxation systems as
having adverse consequences for regional labour adjustment.
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Government decisions Government responses to recent
Final responsibility for accepting, Commxss19n reports are presented
modifying or rejecting Industry in Appendix O.

Commission recommendations During 1993-94, the Common-
and implementing policy lies with wealth Government introduced
the Commonwealth, State and new procedures for handling
Territory governments, as Commission reports. A target of
appropriate. Commonwealth eight weeks has been set for the

Box 3.1 (continued)

The Meat Processing inquiry (IC 1994c) found that the industry has been
disadvantaged by a poor industrial relations climate and a poor occupational
health and safety (OH&S) record. The industry has one of the worst records for
OH&S claims and the annual cost of claims has been estimated at up to $300
million. There has been a gradual decline in the number of injuries reported since
1990. However, the costs of workers’ compensation have not shown a
corresponding decline, mainly due to the long-term nature of many of the claims.
A common theme among companies which have reduced their workers’
compensation costs was a commitment to OH&S from management level.
The impact of improved management and administrative procedures was found to
be greater than increased investment in technology.

Urban Transport (1IC 1994b) found that there is a need for better targetting of
social policies to those who are judged to be disadvantaged in their access to
transport services. Specifically, the incremental costs of this form of assistance
should be funded directly by taxpayers from general revenue, rather than from
other transport users. Among the more important reforms recommended by the
Commission for people with disabilities are the opening up of the taxi industry
(resulting in lower fares) and the development of community and scheduled public
transport services that should flow from reduced regulation in these areas.

The tobacco industry is in decline in Australia. The majority of production is now
concentrated in the Mareeba-Dimbulah (Queensland) and Myrtleford (Victoria)
regions. In The Tobacco Manufacturing and Growing Industries (IC 1994e), the
Commission found that this industry concentration in small localised areas adds to
the adjustment pressure on growers and their communities. This is particularly so
if there are no other industries capable of offsetting the increase in unemployment
and reduction in income from tobacco growing. This regional dimension of the
adjustment task requires, and is receiving, immediate attention.
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period between receipt of an IC Many of the Commission’s
report and its public release. The inquiries involve matters of State
Government issues a statement and Territory responsibility.

with the report release, outlining Some recommendations can be
acceptance or otherwise of left to individual governments to
findings and recommendations consider, while others requiring a
and procedures for follow-up co-operative intergovernmental
action or consideration. approach are often referred to a

Box 3.2
- Environmental issues and the inquiry program

In Environmental Waste Management Equipment, Systems and Services (IC
1993f) the Commission found that government environmental policy instruments
_and enforcement procedures, while targetted at the achievement of environmental
_objectives, also have significant repercussions on demand for waste management,
_equipment, systems and services. Government can meet environmental objectives
more efficiently by continuing to rationalise government agencies responsible for
~_environmental functions; continuing to rationalise governmental environmental

_controls to reduce the complexity and overlaps which currently exist; placing
greater reliance on outcome-oriented regulations; using economic instruments
where practical; and paying more attention to effective monitoring and
_enforcement.

. In Urban Transport (IC 1994b) the Commission found that both private and

_public transport have the scope to reduce the environmental impacts associated
-with travel. Emission standards for new motor vehicles are helping to ameliorate
_ air pollution in Australian cities and should continue to do so. A system of
_emission testing of motor vehicles, with penalties for ‘dirty’ vehicles, should be
. "introduced in the larger cities with the most severe air quality problems.

Environmental quality will be enhanced by giving higher priority to pedestrians
_and cyclists in transport planning. Road user charges will promote car pooling,
- help reduce unnecessary travel and encourage more travel by public transport.

In Adding Further Value to Australia’s Forest Products (1C 1993e), the
. Commission found that export controls on logs and woodchips restrict export
 market development opportunities.  Perhaps more importantly, they also
- undermine the viability of other wood-processing activities by reducing the cost
~ savings available from integrated logging and processing operations. Some
_ perceive the export controls as a means of pursuing environmental objectives.
However, environmental objectives are more efficiently addressed by measures
_ which impinge on all logging operations (eg codes of logging practice), not just
logging operations associated with the production of logs and woodchips destined
for export markets.
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forum such as a Ministerial
Council for consideration. For
example, some outstanding
matters relating to the forestry
inquiry have been referred to the
Australian Forestry Council.
Similarly, workers’ compensation
issues are being considered by the
Labour Ministers’ Council and
the Council of Australian
Governments (Appendix O).

Operations of the Commission

General reporting and
research

As indicated above, the
Commission’s non-inquiry
functions include general
reporting, regulation review,
performance monitoring,
technical research support and
inputs to inquiries by other
bodies.

Box 3.3

The IC forward inquiry program

Each year, the Government announces a forward inquiry program to signal future
areas for review and to give the Commission and interested parties advance
warning and opportunity for planning and preparation.

The Assistant Treasurer announced the 1993-1995 program in December 1993.
The inquiries on the forward list that have not already commenced are as follows.
Industry development references (IDRs) are separately identified.

- Private sector involvement in infrastructure
«  Contracting out in public sector agencies
+  Computer hardware and software (IDR)

+  Sustainable land management

« Strategies for improving Australian business management
» Telecommunications systems, equipment and services

« Rail reform

« Tourism accommodation and training (IDR)
+ Impediments to local industry supplying goods & services to the resources

industry
+ Transformation of metals (IDR)
+ Biotechnology (IDR)

+ Medical and scientific equipment (IDR)

Uniquely Australian products (IDR)
Packaging and printing industries
Implications for firms locating offshore
Pharmaceutical industry (IDR)
Ecotourism (IDR)
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General reporting

The annual report is the
Commission’s main vehicle for
assessing policy matters affecting
microeconomic performance and
for publishing the results of much
of its research.

The Commission has statutory
obligations to report on regulation
(Appendix G) and assistance
(Appendices Hto L).

Another statutory obligation is to
report annually on the perform-
ance of Australian industry. The
Commission will be releasing a
separate report on the perform-
ance of Australian industry (IC
1994¢).

From time to time, the Commiss-
ion also releases information and
discussion papers related to
industry policy and structural
reform issues. In 1993-94, it
published an information paper
on improving the efficiency of
government business enterprises
(IC 1994d). A paper on develop-
ments in regulation and its review
was also published by the Office
of Regulation Review (1993).

Regulation review

The Office of Regulation Review
(ORR), within the Industry
Commission, undertakes many of
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the Commission’s regulatory
review functions.

During 1993-94, the ORR
provided advice to the Structural
Adjustment and Trade Committee
of Cabinet on major regulatory
matters, assisted in the analysis
of regulatory conditions in those
sectors under review in the
Commission’s inquiry program,
and published an overview of
trends in Commonwealth and
national regulation.

The ORR also contributed to the
development of:

- national guidelines for
regulatory standard setting and
assessment for consideration at

the August 1994 COAG
meeting; and

« achecklist of regulation
assessment factors, soon to be
published by the OECD.

In its Working Nation policy
statement (Keating 1994c), the
Commonwealth Government
announced a package of measures
to address business regulation,
some of which involve the ORR
(Chapter 1 and Appendix G).

Performance monitoring —
GTEs

The Commission provides the
secretariat and undertakes some
of the research for the Steering



Committee on National Perform-
ance Monitoring of Government
Trading Enterprises. The Steering
Committee was established at the
July 1991 Special Premiers’ Con-
ference to develop and implement
comprehensive performance
monitoring of government trading
enterprises (GTEs).

Typically, GTEs operate in
sectors where there is little
competition in either output or
input markets. Therefore, an
information base providing an
appropriate set of performance
indicators is a useful tool for
promoting ‘yardstick competition’
to improve efficiency.

The Steering Committee released
its second report in July 1994
(SCGTE 1994b). Better
comparability of data across
GTEs was achieved through
definitional improvements to
some indicators. The perform-
ance of 56 GTEs from 1987-88
to 1992-93 was reported,
concentrating on a range of
financial and non-financial
indicators measuring efficiency,
effectiveness and service quality.

The secretariat prepared a
publication on the estimation and
interpretation of total factor
productivity. This was released
by the Steering Committee in
1992 (SCGTE 1992). The
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Steering Committee also
addressed definitional, costing
and funding issues in relation to
community service obligations
in a report released in April 1994
(SCGTE 1994a).

Refinements to performance
monitoring are expected to focus
on indicators based on asset
values and improving the
consistency of industry-specific
technical indicators.

Performance monitoring —
government service provision

The July 1993 Premiers’ Confer-
ence established a Steering
Committee for the Review of
Commonwealth and State Service
Provision. The Commonwealth,
each State and Territory, and local
government are represented on
the Committee. As with the GTE
performance monitoring, the
Steering Commiittee is chaired by
the Chairperson of the Industry
Commission and the Commission
provides the secretariat and a
research capability.

The Review has two objectives:

+ to publish an agreed set of
national performance indicators
on the efficiency and effective-
ness of service provision
programs; and
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+ to identify and analyse service
provision reforms by Common-
wealth and State governments.

The Review will span all govern-
ment services. Initial work has
commenced in the areas of
schools, vocational training,
hospitals, community services,
public housing, police, courts
and corrective services.

Design of the indicators to be
used in each area is being deter-
mined by a specialist working
group that includes relevant
departmental representatives from
each jurisdiction. The working
groups met during 1993-94 to
discuss appropriate measures of
performance and establish a work
program for completing their
initial reports. The Steering
Committee will review these
reports before submitting them

to Heads of Government for
consideration. The Steering
Committee aims to publish its
first report in late 1995.

Technical research support

Modelling

During the year, the Comumission
made use of three general
equilibrium models in its research
and inquiry work.

. ORANI continues to be an
important element of the
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Commission’s efforts. It has
the capacity to analyse the
economy-wide impacts of
microeconomic change. This
model was used to analyse the
effects of altering the taxation
arrangements for petroleum
products, and of making
changes to the composition
and sources of Australia’s
defence procurement.

. The Commission used Monash-
MR, a multi-sectoral, multi-
regional model of each State
and Territory economy in
Australia. It was employed to
help examine regional impacts
of several defence procurement
initiatives.

. Salter, a multi-sectoral, multi-
country model of world trade,
was used to assess the likely
impact of international
economic developments on the
Australian economy.

The Commission is enhancing
ORANI to incorporate several
features of research and
development activity for use in
the Commission’s inquiry into
research and development.

The Commonwealth Government
(through the Commission)
supports the development of
computable economy-wide
models by the IMPACT Project
Research Centre and the Centre
of Policy Studies at Monash



University. The Monash model
will be a significant further
development of the ORANI
framework. It is designed to
capture the evolution of the
economy over time and the
effect of economic decisions
on the environment.

The Commission’s modelling
capability will be drawn upon in
assessing the benefits to economic
growth and revenue from Hilmer
and related reforms for the next
COAG meeting (Chapter 1).

Assistance evaluation

The Commission continued to
monitor and measure assistance
to the manufacturing and agri-
cultural sectors. Estimates are
presented in Appendix L. This
work has been complemented
by assessments of assistance to
exports (Appendix I), budgetary
outlays to industry (Appendix J),
and anti-dumping activity
(Appendix K).

Several Commission inquiries
during 1993-94 called on
assistance evaluation techniques
(Petroleum products, Defence
procurement and Tobacco).

The Commission has also
provided technical assistance
to the following agencies:

- the Development Allowance
Authority on assistance
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measures relevant to
investment projects;

« the Department of Foreign
Affairs and Trade for input to
the GATT Trade Policy Review
Mechanism report on Australia;
and

- the OECD for its project on
Indicators of Government
Assistance.

Other inquiries

During 1993-94, the Commission
made submissions to the
following inquiries:

. the Joint Committee of Public
Accounts inquiry into the
Commercialisation of public
sector operations;

. the Joint Committee of Public
Accounts inquiry into Research
and development (on environ-
mental issues);

. the Senate Select Committee
on Certain aspects of foreign
ownership decisions in relation
to the print media; and

. the National Transport Reform
Task Force.

The Government requested the
Commission’s Chairperson, Bill
Scales to head an independent
committee of inquiry into the
Wine grape and wine industry.
The committee will draw on
secretariat support from IC staff
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and, as necessary, other Common-
wealth agencies. It is required to
report to the Government by 30
June 1995.

Corporate perspectives

Box 3.4 provides a snapshot of
the Commission and its
operations during 1993-94.
Appendices M and N have the
details.

The year saw a shift in the
balance of the Commission’s
operations between Canberra
and Melbourne. The focus of
management has been on
strategies for maintaining quality
and output while handling
transitional staffing issues.

The Commission also maintained
its commitment to corporate and
government objectives in such
areas as social justice and equity;
and internal and external scrutiny.

Managing the move to
Melbourne

Last year’s Annual Report

(IC 1993d) outlined the
Government’s decision to
relocate about two-thirds of the
Commission’s staff from
Canberra to Melbourne. In
1993-94, the Commission’s main
concern was to ensure that the
output and quality of the
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Commission’s work was not
compromised during the
transition. It did this mainly by
focussing on staffing matters —
building up numbers in the new
Melbourne head office, whilst
adjusting to a smaller Canberra
office, and providing new recruits
with training and support.

All staff were encouraged to
consider relocation to Melbourne.
Support measures included
familiarisation visits, Melbourne
information sessions and access
to independent assistance in
decision-making.

Melbourne head office

The Commission moved from its
temporary office to its permanent
accommodation in central
Melbourne in December 1993,

As at 30 June 1993, the
Melbourne office comprised 40
people mainly undertaking
inquiry work. Twelve months
later, numbers had grown to 120
undertaking inquiry, research and
corporate support activities. Of
the 120 staff, 91 were newly
recruited, the balance relocating
from Canberra.

A range of measures was
employed to handle the influx of
new staff, including extensive
training and development
programs, secondments of staff
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from other organisations, use The target staffing level of
of consultants and significant around 155 for the Melbourne
interaction between members office should be attained during
of the two offices. the 1994-95 financial year.
- Box 34
~ Industry Commission at a glance
~ Inquiries 1992-93 1993-94
References received 8 74
. Industry visits 360 660
_Inquiry participants (submissions received) 890 1494
. Public hearings (sitting days) 96 145
_ Reports completed 7 8
~ Structureb 30 June 1993 30 June 1994
Commissioners 8§ (3 8 @
~ Associate Commissioners® ~ 6 8
. Senior Executive Service (operative) 18 3 16
. Other staff (operative) 212 37) 220 (107)
_ Inoperative staffd 37 (0) 40 (6)
Expenditure 1992-93 1993-94
($m) ($m)
~ Salaries and allowances
Holders of Public Office® 0.7 1.0
Senior Executive Service 1.4 14
Other staff 7.8 8.4
Administrative expenses
Inquiry (non-salary) expenditure 1.0 1.7
; Other 2.8 21
~ Property operating expenditure 2.0 1.7
~ Melbourne relocation costs 25 7.5
~ External economy-wide modelling projects 0.3 0.6
Total expenditure 18.5 24.9

a  Does not include the Commission’s input to the Committee of inquiry into the

Wine grape and wine industry.

Numbers in brackets refer to the Melbourne Office.
Includes one full-time Associate Commissioner.
On authorised leave for more than 12 weeks.
Commissioners plus Associate Commissioners.

o oo o
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Canberra office

Canberra staff numbers declined
from 227 at the start of the
1993-94 financial year to 156 at
the end. The reduction comprised
staff who elected to transfer to
Melbourne, those who obtained
positions elsewhere, and those
who retired.

The Canberra staff target of
around 80 should be reached by
around the end of 1995.

The movement of staff since 13
May 1992 (the announcement
date of the relocation) has been as
follows:

« 65 have been absorbed into the
permanent Canberra office
structure;

« 29 have transferred to
Melbourne;

- 86 have found positions else-
where, retired or resigned; and

+ 16 have taken voluntary
redundancy packages.

As at 30 June 1994, 58 staff not
placed in the Canberra office
were still to be relocated,
redeployed or retired. Staff who
decided not to relocate are being
given every possible assistance
to find alternative employment.
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Social justice and equity

The Commission promotes the
Government’s social justice and
equity goals through broad
consultation and by encouraging
community participation in its
public inquiry processes. In this
way, all concerned have the
opportunity to influence the
Commission’s policy advice to
government.

Broad community consultation
and participation also helps to
bolster the Commission’s
assessment of the social
consequences of its policy
recommendations.

The Commission finalised its
equal employment opportunity
(EEO) plan for the 1993-96
period. EEO awareness was
formalised in selection criteria for
staff positions at the Commission.
There were no significant changes
in representation of EEO groups
in Commission staffing compared
to the previous year.

Internal and external scrutiny

Internal scrutiny

The relocation of corporate
services to Melbourne made it
timely to review the provision
of these services, particularly in
view of the need to operate in a
two-office structure.



One outcome of the review was
that several internal user groups
were established to help identify
the types and standards of
services required in the two
offices. In addition, a number
of corporate services are to be
benchmarked against external
(best practice) organisations to
engender a culture of continuous
improvement.

A consultancy was let early in
1994 to review the effectiveness
of the Commission’s external
communications and, in
particular, how well it commun-
icates the results of its inquiries
and research work to interested
parties and the community
generally. The recommendations
are currently being implemented.

External scrutiny

Transparency — making inform-
ation and advice available for
public scrutiny in a visible and
comprehensible way —is a
cornerstone of Commission
inquiries. While the inquiries
themselves bring some trans-
parency to government policy
making, transparency in the
Commission’s own procedures
help to ensure that the Commiss-
ion takes into account all relevant
information and views, and its
reasoning is sound and clear.

Operations of the Commission

The Commission makes a draft
report available for public
scrutiny and comment before
finalising its report on individual
inquiries. Material submitted to
the Commission is available to
the public, as are transcripts of
public hearings and other forums.

Other management issues

The Commission places consider-
able emphasis on occupational
health and safety (OH&S). It has
an internal OH&S committee
responsible for raising awareness
about safety in the workplace.

An OH&S audit is to be under-
taken for both the Canberra

and Melbourne offices. The
Commission’s insurance premium
for workers’ compensation of
0.79 per cent of wages and
salaries compares with the
average premium of 1.4 per cent
for the group in which the
Commission is classified.

During the year, the
Commission’s Consultative
Council, which brings together
management, staff and union
representatives, met four times.
The Council is the formal
expression of industrial demo-
cracy within the Commission.
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Performance of the
Commission

Because it is a review and
advisory body, the Commission
has few objective output or
outcome indicators upon which
to assess its inquiry performance
(Appendix M). For example,
failure to accept Commission
recommendations in the short
term may reflect political
priorities, rather than necessarily
the appropriateness of the
Commission’s advice. Often
advice may not bear fruit for a
number of years.

Appendix O provides some
information on Commission
inquiry outputs and outcomes.
It contains summaries of the
findings and recommendations
from Commission reports and
Government responses to those
reports.

As outlined above, there has been
increasing demand for the
Commission’s involvement in
non-inquiry areas such as
regulation review, the provision
of technical support to other
agencies and the provision of
secretariat support to govern-

ments in performance monitoring.

But again, it is difficult to
measure the impact of these other
areas of Commission work on
reform outcomes.
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During 1993-94, the Commission
sought to achieve better outcomes
from its work by improving
inquiry procedures, and extending
contacts with other agencies and
ensuring that its role and mess-
ages are more widely understood.

Inquiry procedures

Public participation in
Commission inquiries helps to
ensure that all relevant views and
interests are taken into account in
formulating advice to govern-
ments. It gives everyone the
opportunity to have their say.

The Commission has been
seeking to promote greater and
more effective participation
through a range of formal and
informal means. The aim is to
enhance the quality of inform-
ation and advice made available
to government and the community
generally. Box 3.4 gives a brief
indication of the growing
engagement in Commission
inquiries (see also Appendix M).

Public hearings have been
supplemented by other formats
including workshops (Urban
transport, Research and develop-
ment, Charitable organisations,
Meat processing), public forums
(Meat processing) and round-
tables (Research and develop-
ment) that allow exchange of



views on particular issues and
among key parties. Public
hearings have been held as far as
is appropriate in all State and
Territory capitals and regional
centres (eg Public housing,
Impediments to regional industry
adjustment and Tobacco).

Several Commission inquiries
have attracted great interest from
broad cross-sections of the
community. For example, over
1600 individuals and organis-
ations registered as interested
parties in the Charitable organis-
ations inquiry and some 450 pre-
draft report submissions were
received from peak groups,
‘grass-roots’ organisations (large
and small), government agencies
and individuals.

The Commission consults with all
parties known to have a direct
interest in an inquiry, including
producers, users and government
administrators. International
bases for comparison have been
established through overseas
visits (EWMESS, Urban Trans-
port, Defence procurement,
Research and development, and
Charitable organisations).

While these procedures have
taken more time and resources,
they help to enhance the quality
of the Commission’s output.
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Communications and liaison

The Commission has taken steps
to ensure that its role, processes
and the outcomes of its inquiries
and research are more widely
known and understood. This is
especially important as the
inquiries move into new areas

in which interested parties may
have less familiarity with the
Commission’s role and approach.

The Commission consults and
liaises extensively with a wide
range of groups and individuals
in the context of its inquiries and
research projects. For example,
State and Territory governments,
other key stakeholders and the
media have been briefed on the
content of draft reports. Contacts
of a more general nature are
outlined below.

States and Territories

Over the past few years, the
Commission has made efforts
to enhance both the nature and
extent of contact with the States
and Territories. With many of
the Commission’s inquiries
increasingly focussed on State
issues, the Commission has
promoted improved commun-
ication with individual govern-
ments, principally through regular
rounds of consultation with
Premiers, Chief Ministers and
senior departmental officials.
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Workshops, bringing together
State and Territory officials and
IC Commissioners and staff, were
held in December 1993 and June
1994 to discuss procedural and
other issues of mutual interest.

Commonwealth agencies

The Commission sought to
improve the co-ordination of its
work with other agencies. At the
Commonwealth level, regular
contact is maintained with
Treasury (on IC matters),
Department of Finance, Depart-
ment of Industry, Science and
Technology, Department of
Foreign Affairs and Trade,
research bureaux (Australian
Bureau of Agricultural and
Resource Economics, Bureau of
Industry Economics, and Bureau
of Transport and Communication
Economics) and other agencies
(Economic Planning and Advis-
ory Council, Trade Practices
Commission and Prices Surveill-
ance Authority). The principal
purpose is to foster mutual
awareness of respective activities
and help avoid any unnecessary
duplication.

The Commission has also taken
steps to better co-ordinate and
develop its information require-
ments with the Australian Bureau
of Statistics.
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Parliament

In addition to formal submissions
referred to above, the Commiss-
ion has briefed the Joint
Committee of Public Accounts
on the nature of its performance
monitoring of service providers.

The Chairperson has also
addressed the Labor Caucus
Economics Committee and has
briefed individual parliament-
arians when requested.

Other

The Commission maintains
contacts with many overseas
agencies. During the year, the
Commission provided inform-
ation to the OECD and the
International Monetary Fund as
part of their policy reviews of
Australia. The Commission
received delegations from several
countries with an interest in
transparency institutions and
structural reform (including
Norway, France, People’s
Republic of China, South Africa
and Pakistan). The Commission
also promoted contact and co-
operation with overseas research
institutions.

On the domestic front, the
Commission attempted to
promote broader understanding
of its role and activities and the
importance to the community of



improving Australia’s micro-
economic performance.
Activities included speeches,
conferences, and consultations
involving business, unions and
community groups.

During 1993-94, the Commission
commenced production of two
regular publications — the
Compendium of Reports and

the IC Bulletin to inform a

wider audience and provide

ready access to the range of the
Commission’s work.

51

Operations of the Commission



52



i






Appendix A
Federalism and national infrastructure
development

The federal structure of government can bea bamer to the development of
integrated infrastructure networks. Intergovemmental agreements have
helped to integrate State and Tcmtory systems and create ‘broader
networks in the electricity, gas, rail freight, and water mdustnes This
appendix outlines some of the main issues and problems which arise in
making the transition from separa.te State infrastructure systems to national
or interstate networks. It examines the problems of co-ordination between
jurisdictions that arise in attempts to 1mprove Australia’s productlvﬂy by
establishing national infrastructure networks. It illustrates these issues and
problems w1th particular reference to the electnmty supply mdustry ‘

Australia’s economic infrastructure involves both national and regional
networks. Postal, telecommunications, and air services operate on national
networks, whereas at least historically, electricity, gas, and rail have run on
separate regional — usually State-based — networks.

National networks in areas such as postal services were established early in
Australia’s development because of the obvious interstate network
requirements.  Other networks developed on separate State lines for
geographical and technical reasons (eg loss of energy in transmitting electricity
over long distances) and parochial reasons (eg maintaining State control over
interstate rail movements).

With the growth of national and international markets, national networks have
become increasingly important to facilitate the efficient production and
distribution of goods and services between States and regions and to reduce the
costs of Australian firms.

Whatever the historical reasons for the development of separate networks, the
process of integrating them into interstate and national networks is fraught with
difficulty, requiring a high degree of co-ordination and co-operation between
different governments.
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This appendix reviews the main issues in formation of interstate infrastructure
networks. It does so with particular reference to the formation of a national
electricity grid. The focus, however, is on the issues to be resolved throught co-
operation between jurisdictions. It does not attempt a comprehensive review of
progress in establishing the national electricity grid.

Problems in developing national infrastructure

Where it is considered appropriate to form an interstate or national network, a
number of intergovernmental issues must be addressed:

. narrow regional perspectives;

. ensuring that governments introduce compatible reforms in their
jurisdictions;

. gaining agreement between governments over the property rights to an
interstate or national network;

o  establishing the operating environment to allow the benefits of integration
to flow; and

e  transition arrangements (wWhere necessary) to allow appropriate experience
to develop and arrangements to be put into place.

Overcoming narrow regional perspectives

Overcoming the tendency of governments to focus on their own interests at the
expense of broader concerns is central to the reform process. There is a
tendency for individual governments to focus on the direct cost associated with
reform, such as loss of revenue or lower employment in their instrumentalities,
without taking into account the nationwide benefits that flow from reform and
even indirect benefits that may accrue in their jurisdictions.

Competition between States within national infrastructure networks creates the
opportunity for supply to be sourced from lowest cost producers, resulting in an
increase in production and employment in some States and a decrease in others.
Finding some way of dealing with separate State interests is fundamental to
establishing truly national networks.

In the case of the formation of the interstate electricity grid, some States have
been concerned that in a competitive electricity market, they would lose market
share and hence revenue. For example, it has been claimed that the South
Australian electricity supply industry could not compete with NSW and Victoria
in a deregulated environment. The South Australian Government is currently
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reviewing its electricity supply industry with a view to structural reform
consistent with the national model.

Compatible reforms

The development of national networks necessitates compatible reforms across
Jurisdictions on a number of matters, varying from administrative reform
(including corporatisation) to major structural reform and privatisation.
Compatible structural reform is a major challenge. The potential benefits of
national networks may be reduced if governments cannot agree on the extent of
vertical separation. Structural reform — vertically separating infrastructure
systems into competitive and natural monopoly elements — can facilitate
greater competition and improvements in efficiency.

In most infrastructure industries, the owner of the network is also the provider
of the service. For example, most railways own the track as well as operate the
trains and, historically, electricity generators have owned the transmission and
distribution networks. The case for separate management of network and
services rests primarily on the proposition that the provision of services is less
of a natural monopoly than the provision of the basic network, so that separation
holds the promise of introducing or expanding competition.

The more important competition is to the efficiency of a national network, the
more vital it is that the network is separated from service provision. In the
electricity industry, where a high level of competition in generation and (less so)
distribution is beneficial, there is great emphasis on vertically separating
transmission from generation and distribution. However, in the rail industry,
where introducing competition is initially less important than streamlining the
network, vertical separation has not been a priority.

Electricity

The separation of generation, transmission, and distribution functions in
electricity has been a contentious issue. In NSW, after initial resistance from
Pacific Power, the government established a transmission company in July 1994
as a subsidiary to Pacific Power and a wholly independent transmission
organisation is expected to be established in early 1995. There will be a review
of the structure of NSW generation prior to July 1995.

The Victorian Government has moved faster in reform, with generation,
transmission, and distribution vertically separated in October 1993. A
competitive market will apply in Victoria from October 1994, with five
distribution organisations, a grid company, a wholesale market company, and a
generation holding company under which individual generators will act
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independently. Under a pooling arrangement, distribution retailers and large
customers will be given the opportunity to purchase electricity direct from a
competitive generation market.

In Queensland, the generation sector is to be separated from transmission and
distribution in early 1995. The transmission and distribution functions are to
rest with legally separate subsidiaries. It is intended that there will be scope for
competition in generation, including from new entrants, subject only to
technical licensing requirements.

Reviews of the State electricity industries in both Tasmania and South Australia
are now under way with a view to structural reform consistent with the national
model (COAG 1994b, pp.4-8)

Defining network property rights

A major issue in developing interstate networks is whether essential network
assets should be owned and/or controlled by a separate national or interstate
body. Under the State-based electricity and rail networks, each State owned and
controlled a significant amount of infrastructure. They can be reluctant to hand
over ownership or responsibility to a national body. For example, the formation
of a national rail network incurred problems relating to the transfer of assets and
responsibility from the State authorities to the National Rail Corporation (NR).
In particular, there has been some reluctance to provide clear control of the
track to the NR. Also, there is a possibility of the NR having to lease track
rather than being granted title and having to pay stamp duty and other
government charges on assets transferred or subject to long-term lease.

In the case of the planned national electricity grid, questions have been raised as
to whether national ownership is necessary for the attainment of a competitive
market. The States argue that they should retain ownership of the grid, and
cooperatively manage it. However, the Commonwealth has argued that this
arrangement would constrain competition, as conflicts of interest would arise
(NGMC, 1993e, p.24). COAG decided at its June 1993 meeting that the
Multiple Network Corporation structural option would be taken. This is where
the grid is owned by State or regionally-based government corporations
(COAG 1993, p.2)

Establishing the operating environment

Even if all the pre-conditions for establishing a national network have been
fulfilled, there is still a need to ensure that the operating environment is
compatible between jurisdictions.
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The development of effective competition is central to the operation of a
national network. For effective competition to prevail, agreement on access
arrangements, pricing, and appropriate regulations must be reached.

« Access and pricing arrangements

For it to be effective, there must be non-discriminatory access to the network at
appropriate prices. If the access price is too high, it acts as a barrier to entry,
reducing the scope for effective competition. If the access price is too low, an
artificially high level of new entrants will be subsidised by the incumbent firms.

Under the draft NGMC protocol, all generators of 30MW and greater will be
able to negotiate access to the network to contract directly with customers
and/or use other trading mechanisms. Customers of at least I0MW demand (ie
distributors and large industrial users) will be able to trade directly with
generators, and enter into arrangements where the cost of transmission can be
separately identified from the cost of electricity. Thus, both generators and
customers may gain access to the major utility networks directly or through
their local distribution networks, depending on the most economic arrangement
(NGMC 1992, p.1).

Under the proposed NGMC pricing arrangements, an attempt is made to ensure
that network prices are determined according to a common method throughout
the national electricity market. However, in view of the complexity of
calculating the value of network services used by individual householders and
small customers, COAG has noted that distribution system pricing could be
calculated using a greater degree of averaging than that required for larger
consumers (COAG 1994b, p.7).

« Regulatory arrangements

An important function of regulation is to ensure that all market participants
compete on a fair basis. For effective competition to prevail, new private
entrants must be able to compete on a fair basis with the existing State
authorities. Regulation is needed to ensure that effective competition is not
constrained by monopoly elements, to facilitate non-discriminatory access, and
to make sure that all parties can access the grid on equal terms.

There has been extensive debate about the appropriate regulation of the natural
monopoly elements as an industry moves to national networks. State-based
regulatory authorities have been operating under different arrangements and
procedures. A national network requires a national or co-ordinated regulatory
regime.
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Electricity

A national system of regulation is required to ensure effective competition,
while not disrupting the operation of the national grid. At its February 1994
meeting, COAG approved a regulatory package which is consistent with the
Hilmer Report recommendations. It has three components:

. a national regulator for market conduct;

. a code of conduct with national regulatory oversight for network
connection and access, network pricing, and market rules and operation;
and

o  State regulation for three areas — franchise customer pricing,
environment, and safety.

COAG agreed that the code of conduct should be authorised by the Trade
Practices Commission, unless the general regulation proves to be unsuccessful,
in which case an industry-specific regulator would be used (COAG 1994a,

pp-8-10).

The essence of this approach is for the specific regulations to be handled

through industry codes of conduct, subject to the oversight of a national general

regulator with an economy-wide perspective. Economic regulation, covering

anti-competitive behaviour, would be handled directly by the national regulator

(NGMC 1993d, p.35).

The NGMC (1993d, p.3) saw several advantages in this approach:

. it is light handed;

. it achieves consistency in the application of regulation both within the
industry and with other industries in the economy;

. it is cheaper than industry-specific regulation;

e it retains a central role for the electricity industry to determine technical
requirements and industry standards;

e it provides for an independent oversight of the industry with respect to
monopoly pricing and market behaviour; and

. it retains State control of local policy issues.

The NGMC (1993d, pp.43-44) acknowledged that this approach may have

some disadvantages:

. general regulation is susceptible to resources being diverted to other tasks,
resulting in less knowledgeable operation; and

. general regulation may not respond quickly to changing needs, as it is not
as close to the industry as industry-specific regulation would be.

60



Federalism and national infrastructure development

Transition arrangements

The role of transition arrangements is to provide some certainty and
opportunities for learning as the national network evolves. They aim to give
network participants the experience necessary to compete effectively in a
national network.

In the case of the electricity supply industry, the NGMC (1993a, p.16) stated:

The purpose of the transition process is to allow participants a reasonable opportunity
to implement new structures and systems, obtain productivity improvements and
acquire the necessary skills for viability in a competitive market.

The transition arrangements to apply until the start of a fully competitive
electricity market by no later than 1 July 1999 are being developed by senior
officials. They are to report to COAG by the end of 1994 on the timing and
maturity profile of vesting contracts between generators and distributors over
the transition period, taking into account State financial/budgetary impacts and
the reduction in the customer market thresholds (COAG 1994b, p.8).
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Efficiency and equity in State and Territory
taxation and Australia’s economic
performance

Primarily as a result of the Constitution, High Court rulings on the division of
taxing powers and the States surrendering to the Commonwealth their power to
levy corporate and personal income taxes in 1942, the States have limited access
to broad-based taxes. This has resulted in a pronounced fiscal imbalance between
the Commonwealth and the States exemplified in the surplus of Commonwealth
revenue with respect to its direct expenditure needs and the consequent
deficiency of own-source revenue available to the States for their expenditures.

The States are induced to seek revenue in a manner that departs from the
idealised view that taxes should be efficient, equitable and minimise
administration and compliance costs. Owing to their narrowness, State taxes are
higher and therefore more distortionary than would be the case if taxes with
similar revenue capacity applied on a wider base. State taxes are often imposed
on business inputs and can involve significant costs for firms.

A snapshot of the States’ tax bases

The Commonwealth collected about 75 per cent of tax revenues by all
governments but accounted for only half of government direct expenditure in
1992-93. State governments collected about 20 per cent of tax revenues but were
responsible for 45 per cent of expenditures. If all revenues are included, vertical
fiscal imbalance is not quite so marked — State governments collected about 26
per cent of total revenue. Nevertheless, the imbalance in Australia is far more
pronounced than in other federations, being akin more to unitary nations (Walsh
and Thomson 1992).
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Revenue sources for each tier of government are shown in Table B1 which also
highlights a separation of taxes used by each sphere of government! .

The dominance of the Commonwealth’s tax raising arises from:

. its ability to levy personal and corporate income taxes — a power it
acquired in 1942 as a ‘temporary’ war-time measure when the States
surrendered the power to levy such taxes in exchange for reimbursement
grants from the Commonwealth (Smith 1992); and

Table B1
Revenue sources by government 1992-93 (per cent)
Commonwealth State Local
Personal income tax 47 - -
Company income tax 15 - -
Excises 10 - -
Sales tax 9 - -
Customs duties 3 - -
Payroll tax 13 9 -
Stamp dutiesb = 8 =
| Motor vehicle taxes - 4 -
| Franchise taxes - 5 -
| Municipal rates - — 56
Other 5 12 4
Total taxes, fees and fines 90 38 60
_ | Other own sources® 10 21 13
| Total 100 59 73
- | Payments from Commonwealthd na 41 6
Payments from State na na 21
Total revenue 100 100 100
a Inclﬁdes fringe benefits tax. :
b  Includes financial institutions duties.
- ¢ Includes net operating surplus of public tradmg enterpnses
d  Payments from the Commonwealth to States for passmg on to 1ocal
~ government recorded under ‘local’. -
Source:  ABS Cat. nos 5506.0 and 5512.0 gnd Willis and B;azley (1994)

1 This separation is more apparent than real. State franchise taxes apply to those engaged in
the sale of certain goods subject to Commonwealth excises.
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Table B2
State and Territory taxes, fees and fines as a proportion of
total revenue from taxes, fees and fines, 1992-93 (per cent)

NSW  Vie Qid WA S4 Tas NT ACT@ Total®

Payroll 250 251 193 251 222 235 253 223 24.0
Franchise 139 131 112 163 18.7 184 286 144 14.1
Stamp duty 136 131 169 144 118 98 148 18.1 13.9
Vehicles 107 9.7 169 115 126 11.6 99 139 11.6

Gambling 9.0 9.3 13.6 6.5 790007 9.9 94
Propertyb 72 109 9.1 7.3 45 7.7 - 69 8.2
FID 7.1 6.3 2.1 6.8 80 6.1 6.0 5.7 6.1
Insurance 6.9 54 3.1 43 T2 3.9 2.7 2.5 5.6
Other 6.6 7.1 7.8 7.8 73113 56 63 7.1

Total (%) 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Total $m) 9305 6487 3381 2010 1755 561 182 403 24083

a Shares exclude municipal rates.
b Taxes on immovable property.

Source: ~ Commission estimates derived from ABS Cat. no 5506.0

. High Court interpretations of the Commonwealth’s power over excises
which have prevented the States levying broad-based taxes on the
production and sale of goods. An exception is business franchise licences?.
The scope for States to extend these fees is uncertain in light of the High
Court’s decision in December 1993 that the ACT Government’s franchise
tax on the sale of X-rated videos was invalid.

The contribution to State revenue of various taxes is shown in Table B2.

Payroll tax is the largest revenue raiser for the States followed by franchise fees
and stamp duties. Underlying these aggregate categories are numerous taxes
making a minor contribution to total revenue.

Criteria for assessing State taxes

Within a Federal framework characterised by vertical fiscal imbalance, the
efficiency and the revenue raising potential of State taxes are important — and
they do not necessarily complement each other. There is a consensus in the
public finance literature that a tax system should be equitable, efficient and

2 Franchise licence fees are effectively sales taxes but have only been implemented on goods
already subject to federal excises. As such, they are not broadly based.
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simple. From a revenue perspective, a tax base also should be buoyant so that
revenues rise in line with economic growth. Apart from payroll tax, the States
have limited access to broad-based growth taxes that provide revenue stability
and buoyancy. A lack of buoyancy increases pressure to adopt more narrowly-
based and inefficient taxes.

Equity

There are two broad components to equity. Horizontal equity ensures that those
with identical taxable capacity pay identical taxes and vertical equity ensures that
taxpayers with differing abilities to pay face appropriately different tax liabilities.
It is often said that the suite of State taxes, is on the whole, regressive and
inequitable. In examining the regressiveness or otherwise of any tax, the issue of
who finally bears that tax is crucial. Unlike the legal incidence of a tax, which
refers to who is obliged to pay, the effective incidence relates to who bears the
tax after ‘shifting’. Collins (1987) states:

take the payroll tax, whose legal incidence in Australia is upon the employer of
labour. The tax may be backward shifted on to labour (by paying wages or salaries lower
than would have been the case in the absence of tax), forward shifted to purchasers of the
firm’s output (by charging prices higher than those without the tax) or not shifted at all
(reducing profits, share values and, probably dividends).

Economic theory distinguishes between progressive and regressive taxes. Where
taxes are progressive, the proportion of a person’s income paid in tax rises with
their income. Where they are regressive, the converse is the case. Tax paid as a
proportion of income rises with income (Rosen 1992, p.278). At the point where
taxes as a proportion of income remain constant — and so neither rise nor fall

Victoria

Payroll tax
Franchise taxes
Motor taxes

Contracts, conveyances
Other stamp duties
Gambling taxes

Land tax

All State taxes

Proportional
Mildly regressive
Regressive
Mildly regressive
Regressive
Uncertain

Mildly regressive
Regressive
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with income — the tax is sometimes called ‘proportional’.

Apart from these definitional issues, the estimation of tax incidence is fraught
with problems of measurement, and therefore any such estimates should be
treated with caution. Table B3 provides some estimates of incidence from two
State tax reports.

It appears that the States do not, overall, have access to, or choose not to use,
particularly progressive taxes. However, gambling, payroll and land taxes
perform reasonably well in terms of their distributional effects.

Importantly, equity is appropriately considered after accounting for all
Commonwealth and State taxes (direct and indirect). Attainment of equity for an
individual State tax may be less important where it is overlaid, or even swamped,
by an essentially progressive Commonwealth tax regime. Brennan (1977) argues
that the States should concentrate on horizontal equity and leave vertical equity to
the Commonwealth. Therefore examining taxes in isolation from the entire tax
regime can be misleading.

Efficiency

In an ideal world, taxes would not affect relative prices between goods, or
production and consumption decisions unless this was a specific objective3.
Moreover, under an efficient tax system, decisions about resource allocation
would be based on relative rates of return that are not unduly distorted. Broad-
based and uniform-rate taxes with minimal concessions reduce both the potential
for resource misallocation and the incentive for people to alter their behaviour to
minimise tax.

In reality, State taxes are substantially narrowed through a multiplicity of
concessions, exemptions, thresholds and rates causing distortions in resource use
and perverse equity results. Examples are as follows:

. Thresholds increase the complexity of the tax system and costs of
administration. Narrow bases and/or disparate rates encourage people to
arrange their affairs in ways they would not otherwise. These include
grouping operations to- attract payroll tax thresholds and landowners
establishing that their land is held by a number of owners. Such behaviour
increases monitoring and enforcement costs.

. Revenue forgone through erosion of the tax base leads to higher rates on the
narrower base. This exacerbates any adverse efficiency effects of taxes.
Reliance on taxes with high compliance costs, such as the many small taxes
on financial transactions, is increased.

3 To the extent that some taxes, such as those applying to tobacco and alcohol, are aimed at
correcting for adverse spillover effects, altering behaviour is the goal.
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Table B4
-~ Estimated tax expenditures

in New South Wales, 1986-87

Revenue as |
Tax Tax Potential tax ~  proportion |
| Type of tax revenue  expenditure revenue of potential |

Sm Sm Sm %

| Payroll 1724 479 2203 78
| Stamp duty 1307 97 1404 93
| Land 346 1 886 2232 16
_ | Franchise taxes 382 108 490 78
. | Liquor & gambling 760 75 835 91

| Total 4519 2 645 7164 63

i Source: Derived from NSW. Tax T é,ék Force f(1988) ;

. Exclusion from land taxes of owner-occupied housing produces a bias
against commercial activities and renters.

From a revenue perspective, exemptions* — known as tax expenditures (ie
revenue forgone) — reduce a State’s ability to raise revenue. Table B4 indicates
revenue forgone from exemptions, but does not account for the effect on revenues
of concessional or multiple rates.

The NSW Tax Task Force (1988) costed tax expenditures in that State at around
$2.6 billion — around 63 per cent of total potential revenue was collected. It is
apparent that franchise, payroll and especially land taxes, which potentially have
broad bases, have been circumscribed.

Administration and compliance costs

Administrative costs are borne by governments collecting taxes. For the
Australian Taxation Office in 1990 these were about 1.2 per cent for personal
income tax and 0.5 per cent for wholesale sales tax (Working Party on Tax
Powers 1991). On that basis, Western Australia and New South Wales compare
reasonably well (Table B5).

A Victorian inquiry (Nieuwenhuysen 1983) suggested that collection costs of less
than 2 per cent indicated reasonable efficiency whereas costs exceeding 5 per
cent called for cost reduction or abolition. The NSW Tax Task Force (1988),

4 Some exemptions include: payroll tax (small businesses); land taxes (farmers); franchise
taxes (off-road use of diesel fuel); and gambling (bookmaker turnover).
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Table BS
Costs of collecting taxes as a percentage of revenuea

Western Australia New South Wales
1989-90 1986-87

Payroll tax 0.42 0.24

Franchise taxes — tobacco 0.09 0.31b
— petrol 0.06

Stamp duties 0.81 0.75

FID 0.13

Gambling taxes 0.20 0.6-12.7¢

Land tax 3.73 2.59

Other 1.77

Overall 0.73

a . For example in NSW it cost $ 52 ta cellect $1 000 stamp duty revenue
b Average for all franchise fees. . .
¢ Poker machines, 0.6; TAB, 1.2; tate 1otten s, 2'«7‘

‘ Sowce rKerr (1993) andNew Bouth‘Wale Tax T "kForce( 8&“‘“‘1‘7? ‘f o

however, said that some taxes that suit particular circumstances, such as wealth
redistribution, can involve higher costs.

Compliance costs are imposed on those required to meet the tax legislation.
These are high for some State taxes. Kerr (1993) reports that bank submissions
to the Western Australian Government claimed that the costs of collecting stamp
duty on cheques are up to 110 per cent of the duty collected®. Pope et al (1993)
estimated that the compliance costs of payroll tax, as a proportion of revenue
collected, were around 3.6 per cent in 1989-90. Comparable estimates are 8 to 11
per cent for personal income tax, for taxpayers, plus 1.4 per cent for employers
under PAYE); 11 to 24 per cent for company tax and 11 per cent for Fringe
Benefits Tax. Kerr (1993, p.74), in assessing these data, suspects that “the
compliance costs for most of the State taxes lie between 3.6 per cent for payroll
tax and 110 per cent for stamp duty on cheques”.

Major State taxes

There is clearly scope to improve the revenue raising capacity of State taxes. But
it is not apparent that State revenues can be boosted by more efficient taxes.
Moreover, there are questions about State tax competition. For example, tax

5 Western Australian Government Working Group on the Reform of the Stamp Act and its
Administration.
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avoidance is encouraged by differential rates within and across State
jurisdictions. The NSW Tax Task Force (1988) identified factors contributing to
evasion and avoidance as: limited resources for collecting authorities; inadequate
legislation; and poor interstate harmonisation. Addressing these concerns
requires a closer look at individual State taxes.

Payroll tax (PRT)

PRT is a tax on the employment of labour with the legal incidence falling on the
employer. It is the major own-source revenue for the States and it has growth
potential. It is therefore the most important tax in the States’ armoury, but
attracts ongoing debate about its effects. Brennan (1990, p.94) for example,
argues that:

The States don’t need a new broad-based revenue instrument: they already have one in
the payroll tax, and that tax could well be made to do much more revenue-raising work.

PRT rates, thresholds and revenues are shown in Table B6. While New South
Wales and Tasmania levy equal rates of PRT, when exemptions and thresholds
are accounted for, their effective rates of tax are quite different.

Most textbook examinations of PRT postulate a perfectly inelastic supply of
labour with the tax shifting the demand curve inwards so that the price paid by
employers remains unchanged and the wage received by workers falls by the
amount of the tax. A perfectly elastic supply curve gives the opposite result
(Rosen 1992). So, not much can be said about incidence in the absence of
information about elasticities and market imperfections. Musgrave and Musgrave
(1976, p.412) note that:

Markets need not operate in a competitive fashion and real world responses may differ ...
If payroll taxes are increased, unions may accept an increase in the employer
contribution without demanding a wage increase, but they will hardly agree to a
reduction in their wage rate in order to offset an increase in the employer contribution.
Firms, in turn, will not absorb the increase in their contribution in reduced profits, but
will make it an occasion to raise prices.

The PRT may be shifted forward onto consumers. However, others accept that,
in practice, PRT is shifted backward, but that the brunt is borne by lower wages
rather than a reduced level of employment.

Reece (1990) believes that the view that PRT is a tax on employment is a myth
perpetuated by self-interested businessmen. He argues that the supply of labour
is little affected by wage rates, hence the effective incidence of the tax falls
mainly on workers’ wages. Nevertheless, according to Reece, the tax is neutral
because workers do not withdraw their labour and production is not greatly
affected — the only (minor) distortion occurs between people’s work and leisure
choices. If labour supply is more responsive to wage rates, workers at the
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Effective tax rate
Tax free on payroll of:
threshold Revenue $im $10m

$7000 Sm % %

New South Wales . 500 3.5 6.7
Victoria ; 515 34 6.6
Queensland? . 600 23 5.0
South Australia 438 3.3 5.8
Western Australiab 322 3.3 6.0

TasmaniaC . 565 5.1 7.0
Northern Territoryd 400 na na
ACT . 500 na na

margin, faced with lower wages, may choose leisure to work, adversely affecting
production and employment.6
EPAC (1985) summarises the perceived deficiencies of PRT as:

. its application to payrolls rather than company income bears no natural
relationship to capacity to pay;

. it discriminates against labour intensive industries and employment;
. it is inflationary; and
. it detracts from competitiveness.

EPAC (1985, p.7) points out that some of these concerns can equally be levelled
at alternatives:

6 The NSW Tax Task Force (1988) and Nieuwenhuysen (1983) take the view that labour
supply is not highly responsive to changes in real wage rates.
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Superficially, sales taxes pay no regard to capacity to pay and are subject to mark-up
pricing; income taxes fall on labour incomes and, under fairly general incidence
assumptions, discriminate against labour intensive industries and detract from the
competitiveness of Australian industries.

The EPAC study finds that PRT impacts detrimentally on the competitiveness of
the traded goods sector because, to the extent that it is not passed on to employers
and consumers, it increases the price at which Australian producers can compete
against those overseas. This was said to also arise if PRT was replaced by
increases in company or personal income tax. However, it notes that any cost
disadvantage from PRT would be small because the overall burden is light and
many companies are exempt. In terms of inflationary effects, EPAC (p.13) finds
that changes to PRT would have a one-off effect. It concludes that “the economic
consequences of a PRT may not be as severe as is widely believed”.

Chapman and Vincent (1986) have reservations about the EPAC study, because it
did not account for individual industry burdens of PRT. They estimate that for
many industries, PRT accounts for nearly 5 per cent of labour costs, whereas a
number of other industries averaged zero.

Chapman and Vincent conclude that the largest direct effects on employment
from PRT would be in industries with little market power over the product and
where there is a large female and secondary labour force. These activities will
have a maximum downward shifting of the labour demand curve confronting an
elastic labour supply curve. On the other hand, male-employee dominated
industries endowed with significant market power would probably show the
direct effects of PRT confined to wages rather than employment, if wages are
market determined (p.131).

If labour markets are not clearing because of minimum wage constraints, even in the
absence of PRT, then all of the direct effects of the tax will be on employment, with
wages as a cost being reduced by the amount of the tax when it is removed and wages as
arate of pay left unchanged.

The importance of revenue neutrality to PRT reform

Chapman and Vincent (1987) provide an inter-industry analysis of the effects of
removing PRT by estimating the share of labour costs attributable to PRT for 110
industries and simulating its removal using the ORANI model. The major
assumptions include: alternative taxes or government expenditure cuts ensure no
change in the public sector borrowing requirement; the balance of trade does not
change; and pre-tax wage rates do not change.
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The results indicate that, if the alternative tax is an income tax surcharge’,
significant employment gains are likely, often in industries where the direct
effects on labour costs of PRT are modest. The employment gains were in the
vicinity of 175 000 extra jobs concentrated in the traded sectors. This arises from
an improvement in international competitiveness — a 2.5 per cent cost reduction
for firms employing labour. The employment gains are smaller under the
reduced government expenditure scenario. The importance of revenue neutrality
is highlighted (p.169).

The key to replacement of PRT is the preservation of the reduction in the costs of
employing labour which its abolition entails, while finding an efficient revenue raising
alternative. The existing set of consumption taxes do not present such an alternative
because of their narrow base and their capacity to raise prices, especially if the price
effects are indexed into money wages.

Rather than an income tax surcharge, Freebairn (1993) examines the abolition of
PRT accompanied by the introduction of a broad-based goods and services tax.
He restates the proposition that in the long run, a comprehensive-base
consumption tax with a single rate has similar economic effects to an equal-
revenue comprehensive-base labour income tax with a single rate$. Exploring the
sensitivity of the taxes to different assumptions about who bears them, Freebairn
finds that swapping such a consumption tax for PRT would have little effect on
the distribution of the tax burden or on the short-run level of employment.

This is not necessarily at odds with Chapman and Vincent, but suggests that
replacing PRT with a broad-based tax on goods and services would have a
different employment impact to an income tax surcharge. Others would disagree
— the Working Party on Tax Powers (1991) noted that some (unspecified) OECD
studies suggest that the economic impact of PRT is broadly similar to PAYE
income tax (p.20).

Kerr (1993, p.86) considers an increase in PRT, but also in a revenue-neutral
context:

...if we were to conduct a revenue-neutral, differential tax incidence analysis of a rise in
the rate of PRT, offset by cuts in the sorts of taxes that are likely to be substitute revenue
sources for State Governments, we could well find that the disemployment effects of
PRT expansion are zero.

Clearly, most commentators stress the importance of revenue neutrality,
implicitly acknowledging that raising (reducing) PRT in isolation from offsetting

7 At the time this study was done, the States had a simple mechanism by which they could
implement income tax surcharges (so-called Fraser Federalism Mark II) which was repealed
in 1989. Thus, removal of PRT offset by income tax increases must be seen in the sense of
the Commonwealth making room for State income taxes. Alternatively, PRT abolition could
be offset by compensating increases in Commonwealth-State grants (hardly a remedy for
vertical fiscal imbalance).

8 Samuelson (1961), Head (1985) and Bascand (1989).
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measures could have disemployment (increased employment) effects. Under a
revenue-neutral scenario, PRT appears to perform reasonably well compared with
other alternatives which either exacerbate VFI or would cause the States to use
more inefficient taxes. The BIE (1985, p.14) summed up its view on PRT as:

Alternative sources of such revenue which meet the growth criterion are taxes on
personal incomes and consumption, broadly defined so as to allow minimal exemptions.
However, it is by no means clear whether these taxes as currently implemented would be
superior to payroll taxes in reducing distortions in the consumption, employment or
investment decisions of individuals or firms.

It is necessary to be somewhat equivocal about the impact of existing PRT. In
isolation, many see PRT as a tax falling, albeit perhaps not wholly, on wages.
But, if labour market rigidities quarantine wages and competitive pressures
dictate that firms cannot pass forward the impost, PRT could directly impact on
employment. Even if PRT does not directly affect employment, Chapman and
Vincent suggest that its removal, funded by an income tax surcharge, would boost
competitiveness in the traded goods sector leading to increased employment.
This contrasts with the EPAC/BIE view that the competitiveness effects of PRT
are minor.

An appropriate emphasis therefore may be to improve the current arrangements.
As exemptions, thresholds and multiple rates distort resource use, there may be
merit in extending PRT coverage, perhaps in conjunction with rate reductions.

According to the NSW Tax Task Force (1988), around $480 million in PRT was
forgone through PRT exemptions in 1986—87. Freebairn et al (1989), claim that
almost 80 per cent of this was attributable to exemptions for small business.
They propose that, on a revenue-neutral basis, inclusion of all exempt payrolls
(eliminating exemptions for small businesses, non-profit organisations and
government instrumentalities) and all income (including fringe benefits) would
allow basic PRT rates to be reduced from between 5 and 6 per cent on the current
base to perhaps as low as 3 per cent on the broad base. This would make PRT,
broadly based, uniformly applied to all components of the base and simple to
administer. They advocate a single rate (p.253).

We cannot support the threshold exemption being retained. It adds to the complexity and
administrative cost of assessing payroll tax liability; it necessarily requires a higher tax
rate to be imposed to raise a given quantity of revenue; it is wide open to abuse from
companies which engage in grouping operations to attract the threshold in order to
reduce their overall payroll tax liabilities; and it distorts decisions with associated
deadweight welfare losses.

Of course, widening the base (removing distortions between exempt and non-
exempt companies) and lowering the rate (to offset adverse impacts) needs to be
considered against any direct or indirect competitiveness and employment effects
that might be felt by currently exempt firms.
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Increasing the rate, could adversely impact on employment unless offset by
removal or reductions in other taxes. This means that increasing PRT to boost
State revenues (a revenue-positive context) carries the danger of unemployment
effects, perhaps more so in existing and currently exempt firms with secondary
labour force attributes.

Land tax

Land tax is levied on the price land would bring if sold, assuming that
improvements had not been made. Most States have a progressive structure and a
general threshold (Table B7). New South Wales has a proportional rate structure
with a threshold making the tax progressive in its impact. The ACT imposes land
tax on a proportional basis without a threshold, whereas land tax is not imposed
in the Northern Territory.

Taxes on land (immovable property) raised about $2 billion for the States in
1992-93. A Victorian land tax review found that a further $211 million could
have been raised in 1990 if exemptions, other than for Crown land, were removed
(Fordham 1991). A South Australian review found that a further $50 million
could have been raised by removing the exemption of land used for primary
production and $11 million from removing the exemption of principal place of
residence (Hill 1990). For New South Wales, some $1.9 billion in land tax was
forgone in 1986-87 — over half of which was attributable to the general
exemption on owner-occupied housing (NSW Tax Task Force 1988).

Land taxes in their purest form are less distorting than other taxes because they
have relatively little impact on allocative decisions. Unlike labour or physical
capital, the amount of land is not influenced by taxation. Nevertheless, while
land taxes are generally allocatively efficient, there are some problems: it is a
discriminatory tax on wealth compared with other forms of holding wealth; it is a
cash flow tax applied to accrued wealth; maintaining and updating land
valuations can be difficult; and there can be high collection costs.

The efficiency (and revenue) consequences of land tax are compromised by
extensive exemptions and the application of a progressive rate structure.  As
land taxes are not imposed uniformly on all land, even within particular
jurisdictions, decisions about land uses can be significantly affected.

Following its inquiry into Urban settlement, the Commission reported that
progressive rates can divert landholders’ efforts into establishing a fiction that
their land is held by a number of owners (IC 1993b). For example, Hill (1990,
p-59) found that “it is a relatively straightforward matter to avoid the progressive
land tax scale by splitting ownership between a number of entities with common
shareholdings”.
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Progressive taxes on land are often seen as equitable because apparently wealthy
people are taxed proportionally more. But, those with small landholdings are not
necessarily poor as they can hold wealth in other forms. Fordham (1991) stressed
the need to move to a simplified single rate structure.

The major exemptions from land tax include the principal residence except for
Tasmania and Victoria, rural and government land and land valued below the
general threshold. However, in Victoria the general exemption threshold is such
that most owner-occupiers do not pay land tax. Other exemptions include land
owned by charitable, religious and, in some States, sporting and educational
associations if used for those purposes.

With the exception of the ACT, where there is no general exemption, most
homeowners face a zero land tax burden but not so renters. As land used for
other purposes is taxed, the exemption on owner-occupied housing encourages
the use of land for housing. Hill (1990, p.74) found:

. the exemption of owner-occupied houses from land tax has the effect of distorting
economic choices between home ownership and other uses of land, resulting in a tax-
induced allocation of resources to residential development in preference to other income-
producing uses of land.

Land tax, therefore, primarily falls on industrial and commercial properties with
values over the general threshold (deductible for Commonwealth income tax).
The Victorian Government informed the Commission in its inquiry into Urban
settlement (IC 1993b, p.279) that:

. the burden of land tax falls largely on the corporate sector; for example, households
accounted for only 16 per cent of total assessed land tax in 1989 although they comprised
some 74 per cent of the total number of land taxpayers.

Exemptions are often so extensive that it is possible to arrange land holdings so
that they are covered by a number of exemptions. For example, the NSW Tax
Task Force (1988, p.250) found that:

Under present policies, Pitt street farmers can obtain exemption from land tax for their
valuable owner-occupied home in Sydney, exemption for their primary production
activities undertaken for tax shelter purposes and the basic exemption of $125 000 on
other taxable land that they own.

It recommended that the general exemption be removed and that the distinction
between the treatment of land for owner-occupation and rental dwellings be
eliminated but with an exemption for the first $500 000 of land value — in effect,
most residential dwellings. It also recommended inclusion of all land used for
primary production above a threshold of $1 million. The expected revenue
effects of such changes would be small, owing to the extension of the exemption
to rental dwellings.
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State land tax rates?, 1991

| State Threshold Land tax payable
‘000 3

NSW $160  $100 + 1.5% of the excess over $160 000.

Victoria $180  $60 + 0.15% of excess over $180 000 for land valued
$180 000-$469 999. $32 445 + 3.0% of excess over
$2.6m for land more than $2.6m.

Queensland $160b 19 rates varying from 0.2% for land valued up to
$3 999 to 1.8% for land valued at $1 500 000 or more.

South $80  $0.35 for every $100 or fractional part of $100 of the

_ | Australia excess over $80 000 for land valued

$80 001-$300 000, up to $11 270 + $2.30 for every
$100 or fractional part of $100 of the excess over $1m
for land valued $1m or more.

Western $5  Nine rates ranging from $12.50 + 0.35% of the excess

Australia over $5000 for land valued $5 001-$9 999, up to
$1940 + 2% of the excess over $150 000 for land
valued $150 000 or more.

Tasmania $1  Three rates; general, principal residence, and rural

land. For land valued between $1 001-$14 999 the
rate is $25. For the general rate there are eight rates,
ranging from $25 + 0.75% of the excess over

$15 000, for land valued $15 000-$39 999 up to

$8 962.50 + 2.5% of the excess over $500 000 for
land valued $500 000 or more. For the principal
residence the top rate is $170 for land valued $65 000
or more. For rural land the top rate is $645 for land
valued $250 000 or more.

ACT —  Flat rate of 1%.

a  Table is not comprehensive.
b  Other than companies and trusts.

Source:  1C (1993b)

However, the (rejected) proposals still provide different effective tax rates for
different uses. More neutral treatment would require the removal of land tax
exemptions. Such action could provide for a lower rate (over the wider base).
Freebairn et al (1989 p.256) argue that:
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The cash flow problems that might be faced by asset-rich but income poor land owners
(for example, pensioners and, from time to time, farmers) with removal of all exemptions
could be overcome either by allowing deferral of payments ... or specific income-related
concessions. The total exclusion of all owner occupiers and non-corporate farmers is an
inefficient way of addressing these problems.

However, Kerr (1993) cautions that expansion of land tax revenue through base
broadening or increasing rates would adversely affect local government’s revenue
base and worsen VFI for this tier of government. The Working Party on Tax
Powers (1991) also raised this and the international competitiveness of
agricultural industries as concerns.

The NSW Tax Task Force (1988) and Fordham (1991) also raised the issue of
(lagged) valuation bases. The latter noted that, owing to costs involved,
valuations have been conducted at substantial intervals. In some cases,
revaluations following property booms have produced large increase in
valuations and hence rates. Associated taxpayer dissatisfaction has provided the
impetus for regular land tax reviews®.

Franchise fees and taxes

Franchise taxes on the sale of tobacco, liquor and fuel raised around $3.4 billion
in 1992-93 (Table B8). They are essentially licence fees imposed on wholesalers
(sometimes retailers). To avoid Constitutional problems, fees are calculated as a
fixed charge plus a percentage of sales volume in a previous period.

On efficiency grounds, taxes on such goods should at least cover the social costs
of their consumption (such as external taxpayer funded health costs from alcohol
and tobacco use). However, it is not always feasible to calculate these social
costs and ‘internalise’ them through price incentives (taxes) alone. For example,
regulatory instruments such as location-based smoking bans have been
implemented to mitigate the social costs of passive smoking.

Commodities targeted for franchise taxation have been those where the demand is
price inelastic. After a tax-induced price rise, demand falls less than
proportionately to the price increase. The tax therefore results in increased
revenue.

9 State governments have tried to minimise these lags (refer IC 1993b). Western Australia
froze taxes at 1991-92 levels for the following year. South Australia aimed for zero growth
in land tax receipts in 1991-92 and to the CPI for Adelaide in the following two years.
Queensland is to reduce the time lag between valuation and assessment from 15 months to
six months. In Victoria the lag was to be reduced from 3.5 to 1.5 years in 1993 and New
South Wales is to adopt annual valuations.
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Franchise taxes Revenue

Gas franchise taxes 15
Petroleum products franchise taxes 1174
1575

630

Total State and Territory governments 3394

Setting taxes above the level required to equate social costs and benefits is
therefore possible to raise additional revenue. However, the boundary between
these two goals is often blurred. For example, Collins (1993) reports that
econometric studies for these products indicates scope for further revenue
increases and that this could be justified by reference to the social costs of alcohol
and tobacco on the community. If social costs are already fully accounted for,
then this constitutes an excuse rather than a justification for increased taxes.
Nevertheless, there is a case for setting taxes in excess of social costs because
high rates of tax on price-inelastic goods allows revenue to be raised with
relatively small changes in people’s behaviour, thereby meeting an efficiency
criterion of revenue raising,

A Commission inquiry into the Tobacco growing and manufacturing industries
reported (IC 1994e) that tobacco products are the most highly taxed goods on
Australian markets. It found that taxation has been an effective revenue raising
instrument but that consumers do not necessarily reduce consumption by large
amounts in response to price rises. The report noted that the ad valorem rate of
tax varies between the States even though the majority of governments agreed to
adopt uniform rates at the Special Premiers’ Conference in 1992. Inquiry
participants submitted that there had been some cross-border trade in tobacco
products in order to exploit the differential tax rates. This is currently an issue
with differences in fuel taxes between States.

Except for Queensland, all States levy franchise fees on petrol and diesel
although they are applied in different ways and levels. The Commission’s report
into Petroleum Products (IC 1994f) noted that the interface between each State
market is a friction-point for distribution and consumption. Of concern was the
potential for the State taxes to distort consumption around State borders and
curtail interstate wholesale trade (Box B1).

The Commission reported that, in New South Wales, Victoria, South Australia
and the ACT, wholesalers can be exempt from franchise fees if the fuel is to be
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sold interstate. If this system is consistently applied in all States, restrictions on
interstate trade are minimised. In its absence, franchise fees levied on petrol and
diesel might be subject to challenge in the High Court on the grounds of a breach
in the Constitutional requirement for free interstate trade.

The NSW Tax Task Force (1988) recommended the abolition of the exemption
from franchise fees of diesel fuel for off-road use. It added that the revenue gain
from removal of the exemption be used to reduce the effective rate of tax on
petroleum products in general — another example of base widening accompanied
by rate reductions.

While this approach accords with notions of taxation neutrality, there may be
cases where differential rates are warranted. For example, the Commission
recently proposed in its report on Urban Transport (IC 1994b) that State
governments consider differentiating fuel franchise fees between major urban
areas and the rest of the State.

The rationale for locationally varied franchise fees is based on an external cost
argument. Put simply, fuel prices can legitimately be used to reflect
environmental costs such as pollution. However, in remote regions, where the

Box 81
Distortions arlsmg from differences in State franchise fees

The Commission examined State franchise fees in its Petroleum pmducts inquiry
(IC 1994f). Tax rates on petrol vary from zero in Queensland to 9.11 cents per litre

in South Australia. Similarly, rates on diesel vary from zero in Queensland to
10.35 cents per litre in Victoria. These differences can distort consumption around
State borders. For example, according to BP, the fuel tanks on interstate trucks
provide a potential range of around 4 000 kilometres, making the diesel market
mobile.

BP explained that this can promote cross border deliveries, revenue avoidance,
migration of interstate trucking business, increased uncertainty and risk to
investment decisions and the viability of independent businesses. Mobil said that
the ‘Better Roads’ levy in Victorian franchise fees further distorted the diesel
market. It argued that fuel historically sold in Victoria is being shifted to New
South Wales altering investment returns in refining and distribution operations in
those States. The New South Wales Government has attempted to overcome the
effect of differences with Queensland by developing nine ‘buffer zones® with
adjusted tax rates. This increases administration costs.

These are examples of problems with lack of harmonisation of taxes across State
jurisdictions. However, the Commission found that it is not clear whether the
benefits of uniformity would outweigh the costs if rates in some States were to
increase. Harmonisation 1 issues are dlscussed below.
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extent of local pollution may be low, the additional impost imposes constraints on
the behaviour of motorists. Since local pollution is less of a problem in non-
urban regions, this should be accounted for in the environmental cost component
of fuel prices.

The NSW Tax Task Force raised the possibility of extending the coverage of
franchise fees. Believing that a broad-based retail tax would be unconstitutional,
the Task Force proposed a 1 per cent franchise fee on all retail sales of goods and
services and the licensing of enterprises providing professional and other
services. It estimated that this could raise an extra $185 million for New South
Wales. The Nieuwenhuysen (1983) review also favoured the extension of the
franchise fee base to include hotel and motel accommodation, entertainment and
other consumer services.

However, attempts to widen the scope of franchise fees would, in all likelihood,
be subject to challenge under s.90 of the Constitution and, judging from the
Capital Duplicators (X-rated video) case in the ACT, there is a strong possibility
that the High Court would uphold such a challenge.

The NSW Tax Task Force pointed out that the States could increase revenue from
existing franchise fees if the Commonwealth ‘made room’ by abolishing excise
duties on the same products. In 1990-91, these products attracted substantial
Commonwealth excise ($2.4 billion from tobacco and alcohol and $6.6 billion
from petroleum products). The States in total raised about $2.4 billion from these
products in that year.

That different tax systems seek revenue from the same base indicates that the
system is inefficient. The Working Party on Tax Powers (1991, p.92) stated, that:

It does seem that efficiency and accountability would be greatly enhanced by one level of
government assuming responsibility for this area of taxation.

From a revenue perspective, current franchise fees are effective instruments,
owing to the lack of responsiveness of demand for the products to price changes.
Given that governments must raise revenue and taxes on price-inelastic goods
tend to have lesser deadweight losses, they can be sustained on efficiency
grounds. However, taxes on such goods are not without cost. For example, fuel
price increases feed through to the competitiveness of intensive users.

Taxes on financial transactions

Taxes on financial transactions generally are narrowly based (Box B2) and often
involve high compliance costs. The NSW Tax Task Force found that some duties
have ‘absurdly high’ compliance costs — stamp duty cn cheques cost more to
collect than they raise in revenue. Some, like the financial institutions duty
(FID), although levied at a low rate on a relatively wide base, can induce
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distortions owing to their inability to cope with sophisticated financial
transactions. Freebairn et al (1989, p.258) state that:

The array of taxes on financial institutions and on legal and financial instruments
represent the most acute case of poorly integrated, variable rate taxes in the State
taxation systems.

The NSW Tax Task Force (1988, p.123) indicated that financial taxes represented
an area where tax expenditures can provide net benefits.

... [regarding] the exemption from FID of social security payments credited directly to a
bank account, it is glaringly obvious that the economic benefits to the community far
exceed the revenue forgone. In addition, to the cost savings in not having to print and
mail cheques, there is also the saving in not having to handle the problems of lost and
stolen cheques, the costs of investigating and prosecuting thefts and related costs.

In recent times, additional broader-based taxes on financial transactions have
been introduced. For example, FID was introduced into Victoria and New South
Wales in 1982 (later in other States) at a low rate to all credits to an account of a
financial institution. The FID replaced several stamp duties such as duties on
instalment loan instruments, bills of exchange, promissory notes and transfers of
mortgage.

The extensive use of narrowly-based stamp duties is likewise difficult to sustain
on efficiency grounds. Charges (stamp duties) on legal documents and financial
transactions have highly variable rates of duty with tens of different duty bases
across the States. Over time, financial and legal agreements and transactions
have become more complex and the stamp duty system has had difficulty in
keeping pace with such innovations.

The bulk of State revenues from these sources derive from stamp duties on
conveyances. The Commission has found that stamp duty on conveyances, by
significantly increasing housing transaction costs (over $5 000 on a $150 000
house in Victoria), are an impediment to the mobility of labour. It recommended
less emphasis on their use with the revenue shortfall possibly funded through
increases in land taxes (IC 1993b,h).

The array of taxes on financial institutions and legal instruments is poorly
integrated, inefficient and inequitable. Taxes often apply to secured, but not
unsecured, borrowings and some forms of credit are excluded altogether. And,
effective tax rates can vary considerably according to the complexity of
transactions. Freebairn et al (1989, p.258) note that:

Where financial transactions are concerned ‘a dollar isn’t always a.dollar’ for taxation
purposes: the more rapidly it turns over, the higher the effective tax rate implied by a
given nominal rate of duty per transaction.
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The NSW Tax Task Force sought the abolition of around a dozen or so financial
imposts, including stamp duties on cheques, memorandums of agreement, bills of
lading, and charter policy, loan security duties and the hiring arrangement duty to
name a few. It called for retention of FID plus the introduction of a financial
accommodations tax (FAT) to replace all other stamp duties except those on
contracts and conveyances (the latter two raise significant revenue). The
proposed FAT tax was to have been levied, in addition to loans, on bill facilities,
provision of credit and all forms of direct financial accommodation (secured and
unsecured). This tax would ensure that all forms of financial accommodation
rather than simply traditional loans were taxed.

Freebairn et al (1989, p.259) support this approach:

... an integrated, broad based approach to the taxation of financial accommodations, with
uniform low tax rates, is preferred to the current maze of forms of duties.

On efficiency criteria, there is little scope to further exploit such charges to boost
State revenues. On the contrary, there are compelling reasons to reduce reliance
on taxing a number of financial transactions.

Other taxes

Other significant taxes include those on gambling and on motor vehicles. There
appears to be a view that gambling taxes are a fair target and do not do much
harm. For example, the NSW Task Force (1988, p.286) raised:

. the balance to be struck between taxes which have a substantial impact on business
and economic development and those which have a relatively small impact... taxes on
gambling have a relatively small impact.
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In line with its terms of reference, that taxes facilitate the State’s development,
the NSW Tax Task Force argued that gambling taxes should be increased through
higher rates and base widening. It also called for less revenue hypothecation to
particular expenditures which somewhat counters a justification for gambling
taxes on external cost grounds. It and Nieuwenhuysen (1983) called for new
forms of gambling to be introduced.

The importance of motor vehicle taxes to State revenues ranges from 17 per cent
of total tax revenue in the Northern Territory to about 30 per cent in Queensland.
Revenue for 1992-93 is shown in Table B9. The NSW Tax Task Force
approached motor vehicle taxes (registration fees, stamp duty on the transfer of
motor vehicles, fuel taxes, charges for drivers’ licences, taxi licences, bus permit
licences and charges for special number plates), from the standpoint that it is
intuitively right that taxes on motor vehicles should provide a large part of road
funding.

It considered road building and damage but did not raise environmental taxes. In
1986-87, motor vehicle taxes raised around $900m and spending on roads and
traffic management was around $1 billion in NSW. Of the $2.8 billion collected
by all States and Territories in 1992-93, revenue sources included: $1.8 billion
from vehicle registration fees and taxes; $750 million from stamp duty on vehicle
registration; $201 million from drivers’ licences; and $78 million from road
transport maintenance taxes.

It is not clear that the current suite of taxes is appropriate on efficiency grounds.
There does not appear to be any direct correlation between, say, vehicle
registration and road use. The Commission’s report on Urban Transport (IC
1994b) put the view that where practical it is beneficial to tax road use rather than

4 Gambhng and motor vehlcle taxes, 1992«93 ($ mﬂhan)

| State Gambling taxes Motor vehicle taxes

New South Wales 834 1000
Victoria 601 631
Queensland 459 570

| South Australia 136 222
Western Australia 59 231

. | Tasmania 43 65
_ | Northern Territory 13 18
ACT 40 56
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vehicles per se. An appropriate way to tax road use (including congestion costs)
would be through tolls and other charges that shift the burden toward those who
impose the greatest costs. User charges could be offset by reductions in fuel
taxes, which in themselves, are more appropriate than vehicle registrations as a
means to pay for road use.

While current motor vehicle taxes may come close to covering road funding, the
tax mix may be quite inefficient. There is no guarantee that those using the roads
are paying and vice versa.

Scope for reform

This survey of the major State taxes indicates that, contrary to the ‘efficient,
equitable and simple’ model with low and uniform rates, the States’ tax base is
characterised by disparate rate taxes exacerbated by exemptions and concessions.
There are also several narrowly defined taxes that cannot keep pace with
economic and technological change (financial taxes) and the system provides
incentives for tax avoidance and evasion. There is also an overlap of
Commonwealth and State tax bases.

This section outlines three broad areas of possible reform. The potential to raise
further revenue from the States’ existing tax base, without adversely affecting
efficiency, is assessed. This is followed by an examination of issues germane to
the question of tax harmonisation and interstate tax competition. Finally, the
scope to introduce new taxes that do not require significant reassignment of taxes
between spheres of government or constitutional amendment are visited briefly.

Further exploitation of the existing tax base

The inability of the States to access broad-based taxes on goods, services and
income has left them with a relatively constrained tax base. But, the States’ tax
base problems are to some extent self-induced. Two examples are as follows:

. The use of tax concessions, thresholds and multiple rates and a failure to
fully exploit the existing tax base has circumscribed potential revenue. As
Collins (1993, p.175) notes, “State governments have been far too willing to
narrow tax bases by the introduction of tax concessions to sectional
interests”.

. They have been unwilling to implement broader taxes (like a tax on
financial accommodations). Collins (p.174) points out that “State
governments have been both unwilling to implement rational improvements
and willing to undermine the integrity of the tax system”.
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These criticisms imply that tax revenue could be increased. In theory at least it
would be possible to increase tax revenues, for example, by abolishing land tax
exemptions and concessions, extending the coverage of PRT and raising and
extending the coverage of business franchise fees.

Table B10 i
Effects of NSW Tax Task Force proposals@
($ million)

Proposed change Revenue effect
PRT base widening 64

PRT rate reduction -159

Total PRT changes -95

Land tax 33
Stamp duty -110
Business franchises 61
Gambling tax 112
Motor vehicle tax -16

Tax enforcement 15

Net change in revenue 0

a  1987-88 values.

Source:  NSW Tax Task Force (1988, p.317)

However, while it may be possible to increase revenues from the existing tax
base, it may not be desirable, from an efficiency perspective to do so. The NSW
Tax Task Force review, for example, sought to improve the efficiency of the New
South Wales tax base rather than increasing revenue to address vertical fiscal
imbalance. Table B10 highlights how additional revenue from some taxes could
offset the abolition of nuisance taxes such as stamp duties and the lowering of
rates on others.

Efficiency concerns therefore temper enthusiasm to address vertical fiscal
imbalance through further exploitation of States’ existing tax bases.  Collins
(1993, p.177) argues that:

In reality, most of any revenue increases resulting from improvements in existing taxes
would need to be devoted to funding the replacement of stamp duties and some other
taxes. Very little would be left over for reducing the degree of VFI... Elimination of VFI
would involve a doubling of State revenues.

On balance, there is considerable scope to improve the efficiency of State taxes
but only limited ‘feasible’ scope to increase own-source revenues to the extent
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necessary to mitigate vertical fiscal imbalance through efficient low rate, broad-
based taxes.

Tax harmonisation

Some attribute problems with State taxes to ‘destructive’ interstate competition
and an unwillingness on the part of the States to cooperate with each other on
issues such as tax base definition (see the example in Box B1). Collins (1990,
p-177) argues that:

The States very clearly have the scope for some revenue increases by broadening the
bases of existing taxes, particularly if this process is undertaken by the States on a
cooperative basis so that it does not provide greater opportunities through tax base
mobility, for interstate tax competition.

Two examples encapsulate the perceived problem.

. When Queensland abolished death duties in the late 1970s, it initially
created a temporary tax advantage resulting in significant migration of other
tax bases to it. This advantage was neutralised when all of the other States
fell into line and stopped using this form of tax.

. The NSW Tax Task Force (1988) would have liked to have recommended a
higher financial institutions duty (FID) rate but recognised that “an increase
in the FID rate on a unilateral basis may not be feasible having regard to the
mobility of the tax base in that money and money transactions may quite
simply be moved to, or take place in, a non-FID or low-FID jurisdiction”. It
also gave in-principle support to reintroducing progressive death duties, but
was unable to recommend this, owing to the difficulties of unilateral action
in this policy area.

Advocates of tax harmonisation claim to have little objection to interstate

competition on tax rates, but concerns about competition on tax bases. Indeed,

the first is viewed as constructive competition, the latter destructive. The

Working Party on Tax Powers (1991, p.88) stated that:

Differential rates between various tax jurisdictions can be a sign of healthy tax
competition but extending that competition to differences in the tax base — and this is
particularly the case for income and corporate taxes — runs the risk of raising
considerable costs to taxpayers and tax administrators.

Collins (1990, p.27) suggests that interstate tax harmonisation should be achieved
through identical tax bases and that “harmonisation of rates is nowhere near as
important except that the rates should be positive and not excessively disparate”.
The NSW Tax Task Force recommended the establishment of an interstate tax
commission to identify areas of lack of harmonisation and promote harmonisation
mechanisms through, for example, model legislation.
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The view that rates should be positive and not excessively disparate could be
construed as a desire to also limit competition on rates. Applying this to, say,
Queensland’s absence of fuel franchise, would suggest that it have:

. a positive rate — not a zero or excessively disparate rate; and

. a similar base — so that any exemptions (currently all uses of petrol in
Queensland) would need to be in line with the other States.

This suggests tax standardisation and it is not apparent that such action would
provide net benefits. Variety and choice in State expenditure and taxation
regimes may be seen as a benefit of federal systems — that is, the notion of
competitive federalism. For example, Fletcher (1993, p.8) notes that:

. state and territory governments, challenge each other for regional economic benefits,
either through competing to influence commonwealth decisions or attempting to organise
the tax base to ‘secure’ their own regional objectives against erosion by other states...

Proponents of competitive federalism argue that, if a particular State wishes to
establish a pro-business, low tax environment substantially different from other
States to attract industry, it should be allowed to do so — provided it bears fully
the consequences (Kasper 1993).

The Commission looked at the issue of tax competition in its report on
Impediments To Regional Industry Adjustment (IC 1993h). It found that
competition among States for mobile capital on the basis of their tax regimes can
make an important contribution to national economic growth. However, it
cautioned that some selective measures used by States have parallels in the
strategic trade literature which could, domestically, lead to ‘neighbour beggaring’
and net losses. The Commission found that while States are aware of the
potential for negative-sum games within their own borders they often regard
interstate firms as fair game (Box B3).

While there is a downside to strategic measures that selectively target interstate
firms, more general tax competition could promote beneficial best practice tax
models. On the other hand, perfectly harmonised State tax systems might
encourage revenue concerns over efficiency. For example, harmonised tax bases
could lead to the States agreeing on a range of concessions and exemptions with
all of the adverse efficiency implications that they entail.

Nevertheless, from a revenue perspective there may be merit in Collins’ (1990,
p.26) view that:

Any State tax reform will inevitably be competitive in effect if that reform has been
effectively designed to lead to improved tax performance... If there is to be no change in
competitive positions there can be no tax reform.

In that sense, some sort of “harmonisation’ could be useful — for example, States
competing mainly in areas where the tax base has relatively low interstate (and
international) mobility. The complex nature of this issue suggests a need for a
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~ Box B3 ~
Selective mducements for Iocatlon of flrms

In its report on Impedzments to Regmnal lndustry Adjustment, (IC 1993h), the ,‘
Commission noted that many States have offered general payroll tax concessions

for firms estabhshmg in non-metropolitan areas. However, in recent years most
‘have abandoned this approach. In New South Wales, the Country Industries
(Payroll Tax Rebate) Scheme — which provided PRT concessions for ﬁrms .

_establishing in non~metropohtan areas — is being phased out. It is to be replaced
by a Regional Business Development Scheme which may grant payroll tax
_concessions on a discretionary basis. ‘South Australia and Victoria have replaced
_ PRT concession schemes with more targetted approaches For example, South
Australia provides tax holidays to firms establishing in ‘enterprise zones’, and the
“Investing in Country Victoria’ package includes grants to offset paymll and land
tax for firms that relocate or esi:abhsh in Victoria. / .

detailed evaluation of the costs and benefits of pursuing a limited tax
harmonisation strategy.

New taxes

With the exception of death duties (which have been used by the States and the
Commonwealth in the past), all of the other taxes discussed in this section raise
questions about tax re-assignment — consequently, they are mentioned only
briefly. Income taxation is not discussed below but was a major feature of the
Working Party on Tax Powers (1991) report. Indeed, the Working Party (which
included Commonwealth and State government officials) inclined towards giving
States access to a personal income tax surcharge.

Death and gift duties

In 1976-77, the States raised about $250 million and the Commonwealth
$88 million from death and gift duties. The Working Party found that in 1990-91
dollar terms this would amount to $738 million and $258 million respectively and
that substantially higher collections could be raised now owing to the real
increase in wealth since the 1970s. These duties were abolished in all States
following action by Queensland in the late 1970s.

Tax on financial intermediaries

A new tax on financial intermediaries was discussed above. The Working Party
considered the replacement of FID and debit taxes with a higher-yielding tax on
the assets or liabilities of financial intermediaries. It pointed to difficulties in
defining the location of assets and other practical problems.
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Broad-based tax on services

The Working Party considered a broad-based tax on services, but noted
difficulties in determining the base; high collection and compliance costs; and
problems with dual taxation should the Commonwealth continue to tax goods at
the wholesale level, while States taxed services at the retail level. Complex
compensation issues also come to the fore.

Broad-based tax on goods and services

Many of the problems with a broad based services tax could be overcome with a
State tax on goods and services provided the Commonwealth abandoned its
wholesale sales tax. The Working Party considered that this option would
probably require constitutional amendment.

Wholesale sales tax and petroleum resource rent taxation

The Working Party found that allowing States access to five percentage points of
the wholesale sales tax would transfer some $2.5 billion. This would also
probably require constitutional amendment. Similarly, the States could take over
the Commonwealth’s petroleum resources rent tax. As both tiers of government
tax this resource, a rationalisation of this overlap would improve the efficiency of
the taxation system.

These options would boost State revenues and help redress fiscal imbalance.
However, there would be a need to assess the competitiveness and efficiency
implications of such changes.

Summing up

The reform options available range from moderate changes to States’ existing
taxes through to a sweeping reassignment of taxes between tiers of government.
The question of reassignment is beyond the scope of this appendix, but involves
two broad areas. One is that the Commonwealth withdraw from certain fields to
make room for the States (excises, for example), the other implies constitutional
amendment (broader taxes on consumption). While the more radical options are
certainly pertinent to the question of vertical fiscal imbalance, the Commission
has given primacy to the efficiency and competitiveness implications of State
taxes. Of course, the issues are not easily separated.

There is scope to improve the efficiency of the States’ current suite of taxes.
Filling in the ‘holes’ that most have opened in their tax bases in tandem with
lower and flatter taxes on the broader base would improve competitiveness and
overall taxation efficiency. However, some taxes should be reduced and in other
cases abolished altogether (for example, narrowly-based stamp duties) so that, on
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balance, the scope to boost revenues from the existing tax base without adversely
affecting efficiency may be limited.

The restricted scope for States to raise own-source revenues has encouraged an
array of narrowly-based and distortionary taxes. Moreover, their limited tax base
may lead State and Territory governments to rely more on dividends from their
government business enterprises (GBEs) than otherwise. The incentive to use
dividends from GBEs as a tax base is strengthened by the monopoly supplier
position of many of these enterprises.
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Appendix C
Effects of specific purpose payments on
State budget flexibility

T’hxs appendlx addresses percelved eﬁects of spec:ﬁc purpose paymentsi;
' (SPPS) on public sector performance. The fiscal impact of SPPs on the
“States is ncxt well understood There are problems thh detennmmg then'f%

The Australian Constitution provides that “the Parliament may grant financial
assistance to any State on such terms and conditions as the Parliament sees fit”.
In fact, Commonwealth grants are the major revenue source for the States.
There are generally no conditions to be met for receipt of general purpose
payments (GPPs)!. For specific purpose payments (SPPs), however, funds are
subject to conditions. In recent years, the relative share of SPPs has increased
(Figure C1).

A State perspective (eg DelLacy 1993) is that growth in SPPs is principally due
to the Commonwealth’s intention to influence policy and service outcomes in
areas that are primarily State responsibilities. Combined with a decrease in
GPPs and increases in SPPs, often with matching conditions, the effect is said to
be an erosion of State fiscal flexibility.

A counter-argument put in the Commonwealth’s 1994-95 budget papers (Willis
1994a), is that SPPs are a means of effecting national policy objectives. It is
further argued that SPPs enable community demands for minimum national
standards in programs like health and education to be met and that they facilitate
the optimal provision of services. Nevertheless, it is recognised that “the

1 GPPs include the general revenue grants and general purpose capital grants shown in
Table C1. General revenue grants are also called financial assistance grants (FAGs). On
occasion, a small proportion of GPPs can include "carmarked’ funds — for example,
identified road grants (untied in January 1994).
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( Figure C1
‘ Commonwealth payments to the States, 1979-80 to
1994-95° ($ billion)
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_a Estimated for 1993-94 and 1994-95. Real payments using GDP deﬂator
Source: Commonwealth budget papers (various), ABS Cat. nos 5204.0 and 5206 0

benefits from conditions attached to SPPs have to be weighed up against

concerns that they limit State budgetary flexibility” (Willis 1994a, p.32).

Apart from issues of sovereignty, SPPs directly impinge on State activities that
are areas of reform in their own right. Services financed by SPPs, such as

— current 14 366
— capital 2677
— total 17 043
Total net paymentsb 30 524

a Estlmate ~
| b After repayments by Sta

:Source  Willis (1994a)

94



Effects of specific purpose payments

roads, education and health, feed directly into competitiveness. Other issues
related to SPPs which require discussion include transparency, duplication and
overlap of services, and reduced accountability by each tier of government for
service provision.

Composition of SPPs

In 1994-95, (net) grants to the States and Territories will be of the order of
$30.5 billion (Table C1). SPPs will amount to about $17 billion or 52.8 per cent
of total gross payments to the States. They can be split into SPPs 7o the States
which constitute direct payments, and SPPs through the States — for example,
higher education payments and local government grants which the States pass
on to relevant bodies.

In 1993-94 SPPs to the States amounted to $10.6 billion (Table C2), which
represented about 20 per cent of State government revenues (Willis, 1994a).

Payments through State governments accounted for around $6.2 billion or 38
per cent of total SPPs in that year. The bulk of funds went to higher education
($3.1 billion) and non-government schools ($1.5 billion).

$m per cent

1759.3 16.5

5174.5 48.8

. | Culture and recreation o 31.9 0.3
Social security 623.4 59

1108.5 104
Labour and employment 49.7 0.5
Transport 1060.3 10.0
General public services 130.1 12
Industry assistance and development 160.5 1.5
Not allocated to Function 517.0 49

Total 10 615.2 100.00
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The first SPPs were made in 1923 for the provision of roads. There were few
others prior to the 1940s except for ad hoc grants for industry assistance,
employment creation and railway projects. From 1942 they increased?,
especially in the 1970s, owing to Commonwealth involvement in financing
health and education. A more recent trend is evident in Figure C1.

Characteristics and types of SPPs

Many SPPs are subject to conditions to ensure that national policy objectives, or
those agreed between the Commonwealth and the States, are met. Conditions
vary across programs, as does the degree of Commonwealth involvement. For
many SPPs, a general statement of the purposes for which funds can be used is
the only condition (for example, TAFE funding and the Rural Adjustment
Scheme).

Others are more prescriptive, requiring that the payment be expended for a
specified purpose. For example, the Home and Community Care program
specifies the services that can be provided and the groups that can be targetted.
Other SPPs can specify detailed conditions on expenditure including project
approval, matching arrangements and information requirements.

Not all conditions relate to the use of the attached funds. For example, rather
than prescribing program expenditures, a condition of hospital funding grants is
that States must provide free public hospital treatment to Medicare patients.

Another type of condition is where the Commonwealth requires that State
contributions be maintained in nominal or real terms. An example of
‘maintenance of effort’ was the Australian Bicentennial Roads Program which
required the States to maintain the average real expenditure on roads that
occurred in the five years prior to the program’s commencement. Table C3 lists
all of the SPPs with matching conditions that applied in 1993-94.

Important points to note about matching conditions are:

. they are not always on a dollar-for-dollar basis;
. arrangements can vary between States;

. in the past, some SPPs have been in the form of loans rather than non-
refundable grants;

. State and local governments can undertake additional expenditure;

. matching arrangements may be varied following the developmental stages
of a program;

2 The first Commonwealth-State Housing Agreement was negotiated in 1945—46.
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Proportion

| Program Amount of totalb
Sm %

| State Contribution to Higher Education® -43.7 -0.41
Technical and Further Education 298.6 2.81

| Medical Speciality Centres 2.7 0.03

| Nurse Education 23.9 0.22

| High Cost Drugs 64.5 0.61

| Aged Care Assessment 33.5 0.32

| Home and Community Care 368.4 3.47

| Youth Health Services 2.4 0.02
Other Health Care Access 39.4 0.37

| Funds to Combat Aids 30.1 0.28

| Drug Education Campaigns 19.5 0.18

| Blood Transfusion 48.1 0.45

| Asbestos Removal Assistance 1.7 0.02

| Disability Services 256.8 2.42

| Extension of Fringe Benefits 146.1 1.38
Children’s Services 36.8 0.35

| Mortgage and Rent Relief 31.2 0.29

| Supported Accommodation Assistance 108.7 1.02

| Refugee — Minors — Supervision and Support 0.4 0.00

| CSHA Block Assistance 831.3 7.83

| Entry Level Training 36.9 0.35

| Employment Training — Aboriginals 11.3 0.11

| Legal Aid 129.3 1.22 ;

| Cape York Land Use Study 0.8 0.01
National Landcare Program 55.6 052 |

| Exotic Disease Eradication 0.2 0.00 |

| Rural Adjustment Scheme 53.2 0.50 .

| Sugar Industry Infrastructure 8.0 0.08
Coal Industry Superannuation 2.6 0.02
Electricity Grid Infrastructure 1.0 0.01 .
Bovine Brucellosis and Tuberculosis 14.0 0.13
WA Steel 0.3 0.00
Enterprise Development Program 13.7 0.13
Multi Function Polis 1.7 0.02
Sinking Fund on State Debt 30.9 0.29
Debt Redemption Assistance 86.0 0.81
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Proportion
Amount of total®

Sm %
’ Natural Disaster Relief 70.0 0.66
| Total matching SPPs ‘to’ the States 2 815.29 26.5

. Commonwealth and State contributions may vary as expenditure
requirements change for programs (eg natural disaster relief); and

. Commonwealth and State contributions to a specific program are pooled
and allocated according to a single set of objectives (eg the Rural
Adjustment Scheme).

Box C1 provides examples of conditions on SPPs.

Commonwealth objectives versus State budget
flexibility

Groenewegen (1984) argues that there may be, in the interests of policy co-
ordination or correcting for ‘spillover effects’ (see below), a case for the
Commonwealth to finance and direct expenditures. SPPs are one instrument for
achieving this end.

Grewal (1975) has suggested a ‘selective fiscal equalisation’ rationale for SPPs
based on a view that services such as education, housing, health, and interstate
highways, produce spillover (external) benefits in the national interest. Thus,
the Commonwealth is entitled to guarantee certain minimum levels of
performance in respect of these services. James (1992, p.57) cites reasons why
the Commonwealth might provide SPPs. They are said to:

. encourage States to undertake expenditure in areas where there may be
‘spillover effects’ into other jurisdictions, for example, highways or dams.
According to Break (1980), States are likely to only (rationally) supply
programs to the point at which their own marginal benefits equate with
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Box C1
Examples of SPP conditions

Home and Community Care: The Commonwealth meets an average of 60 per cent
of total matched funds nationally, matching funds from each State according to an
agreed ratio. Agreements provide for the Commonwealth and States to index, by
up to 20 per cent, expenditure in respect of the previous year.

Commonwealth-State Housing Agreement (CSHA): The States match
Commonwealth grants on a dollar-for-dollar basis. At least half of the States’
matching funds are to be budget funded with the balance met from credits based
on the value of home loans provided through home purchase assistance programs.

Supported Accommodation Assistance Program: States are required to maintain
real funding through an indexation formula and to match Commonwealth grants
on a dollar-for-dollar basis.

Youth Health Services: Commonwealth grants are to be matched on a dollar-for-
dollar basis. Agreements allow for variations in each State’s expenditure to
reflect their budgetary circumstances.

Bovine Brucellosis and Tuberculosis Eradication: The Industry Trust Fund
provides 50 per cent of funds, the States 30 per cent, with the Commonwealth
contributing the remaining 20 per cent.

Enterprise Development Program: Agreements do not oblige the States to
contribute particular funds to the program. However, the Agreements’ objectives
are, inter alia, to provide the framework for joint provision and funding of
extension programs. It is understood that the States will try to match
Commonwealth contributions.

Joint Schools Program: Conditions on expenditure vary between program
elements, government and non-government organisations, and other persons and
organisations eligible for funding, in accordance with agreements struck between
relevant parties. Program elements define specific purposes for use of funds.

Pensioner Housing Grants (part of CSHA): Funds are to be paid into a Rental
Capital Account and use of funds is limited to prescribed purposes. Program
guidelines are subject to joint determination by the Commonwealth and States.

National Drug Strategy: Commonwealth funds are only available for new or
expanded services or activities and its agreement is required to change the
purpose of projects or transfer funds between areas.

Disability services: Payments are conditional on States enacting legislation
complementary to the Commonwealth Disability Services Act.

Source: CSRS (1994)
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their marginal costs, which would be below the national social optimum
level,

. encourage innovation or experimentation with new or existing programs
— often referred to as ‘seed money’ grants;

. impose national priorities in areas in which the Commonwealth has no
direct constitutional authority. By directing resources into particular areas,
the presumption is that the Commonwealth is better able to decide what
expenditures are in the best interests of the national community; and

. provide additional budget support to the States to assist them to meet their
responsibilities. This can take the form of cost-sharing arrangements, such
as those used to meet hospital running costs.

On the other hand, SPPs, especially in conjunction with restricted State taxing
powers, might reduce State budget flexibility. They have been criticised by the
Bureau of Transport Economics (1984) because they: distort State and local
government expenditure; interfere with State and local government autonomy;
cause inflexibility in State and local budgetary processes; limit incentives for
State and local governments to raise revenue locally and spend it wisely; and
encourage duplication of administrative effort.

SPPs with matching conditions have also been questioned on the grounds that
they reduce incentives for the States to pursue efficiency, because productivity
gains cannot be directed to other expenditure priorities or used to reduce budget
deficits (Willis 1994a).

Other arguments for giving greater emphasis to general rather than specific
purpose payments include the view that, as States are closer to local
populations, they are better placed to reflect community preferences than a
distant Canberra bureaucracy. Proponents of competitive federalism argue that
different standards of State services, rather than centrally-imposed uniformity of
services, allow citizens to vote with their feet. States also view Commonwealth
involvement in how they should spend their own funds as a breach of
sovereignty.

Importantly, if SPPs result in duplication of services or excessive
administration, resources that could better be used delivering services, or
allocated to other services, may be wasted.

The public finance literature enables these rationales and criticisms to be
examined within a fiscal efficiency perspective. A brief assessment of the
impact of various forms of grant, based on indifference curve analysis, is
presented in the Annex to this appendix3. The analysis assesses inter-

3 See also, for example, Wilde (1968 and 1971), Manion and Stevens (1974), Starkie (1984)
and Noon (1991).
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TableC4
Grant impact on State budgets and cost to the
Commonwealtha
Interference to State Cost to the

Grant type budget flexibility Commonwealth
GPP 1 4
Untied SPP 2 3

SPP with matching conditions 3 2

SPP with maintenance of effort 4 1
a Al ranking indicates lowest and a ‘4’ indicates highest.

governmental grants in terms of their cost to the grantor (Commonwealth) and
their impact on grantee preferences (State budget flexibility). The objectives of
transferring funds to the States with minimal interference to their budgetary
flexibility and of minimising budgetary cost to the Commonwealth to achieve a
given outcome are ranked in Table C4.

The public finance literature highlights an inverse relationship between cost to
the Commonwealth and State budget flexibility. The more stringent the
conditions, the smaller the grant needed to attain a given outcome but the more
adverse the impact on State budget flexibility. From a fiscal efficiency
perspective, the literature indicates that:

. GPPs are a mechanism for providing unconditional transfers to the States;

. the influence of SPPs on State activities depends on the attached
conditions;

. where the Commonwealth seeks to stimulate a State activity at least cost,
or wants a State to maintain or increase effort on that activity, maintenance
of effort requirements should be used;

. spillovers to other jurisdictions are best accounted for with matching
grants, with the Commonwealth’s share of costs equal to the benefits
going interstate. While State welfare will be less than under an equal-
sized GPP, a matching restriction is necessary to ensure that expenditure is
on the targetted activity; and

« if the Commonwealth introduces a new program into a State, it may be
necessary to tie the grant to that purpose. As a non-matching SPP will not
leak into expenditure on other goods, it is cost effective. Matching
conditions will entice a State to contribute to the Commonwealth’s
preferred activity.
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However, the analysis primarily considers ‘monetary’ matching requirements.
The literature largely abstracts from administrative provisions relating to the use
of funds although these can also affect State budget preferences. As Walsh and
Thomson (1992, p.7) state:

.. often complex agreements and arrangements exist which constrain the uses of funds

or (as in the case of health grants) contain provision for penalties where States fail to
meet some target objective (proportion of public-ward bed-days in the health case) ...
implicit conditions may be attached to what appear to be otherwise largely
unconditional transfers.

Stiglitz (1988) has also argued that grant substitution can be stopped even in the
absence of financial conditions because Federal administrators can withdraw a
grant being used to replace revenue from State taxes.

The potential for SPPs to affect State budget flexibility

The view that growth in SPPs intrudes into State affairs needs to be considered
in the light of classification changes. One factor affecting the share of SPPs has
been changes in health funding.

From 1975-76 to 198081, Commonwealth assistance for health was provided
through SPPs. In 1981-82, these were replaced by a component of GPPs
(identified health grants) for all States except South Australia and Tasmania.
These latter States joined following the introduction of Medicare in 1984. New
SPPs were introduced to account for the costs of implementing Medicare
(Medicare compensation grants). From July 1988, identified health grants and
Medicare compensation grants were combined into SPPs (hospital funding
grants). In 1993-94, these were replaced by Medicare base grants and Other
Medicare payments.

Further reasons for the increased share of SPPs include (Willis 1994a): generous
escalation arrangements, based on population growth and price movements, for
SPPs relative to GPPs; and changes to GPPs reflecting Commonwealth policy
decisions — including a reduction of around $600 million to offset State own-
source revenue gains from the transfer of taxing powers (for example, the
Commonwealth allowed the States to subject its business enterprises to payroll
tax). In addition, the transfer in 1989-90 of housing advances, provided as part
of general purpose capital assistance, into grants under the Commonwealth-
State Housing Agreement shifted nearly $320 million from GPPs to SPPs.

SPPs in 1994-95 are expected to rise by only 2 per cent, in part reflecting the
reclassification of National Training Authority payments from an SPP to a
Commonwealth own-purpose outlay and the untying of road grants.

The impact of classification changes can be illustrated by the hospital funding
grant SPP which amounted to over $3.5 billion in 1993-94. Had, for example,
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this entire amount been provided as GPPs, the relative share of SPPs in that year
would have been around 42 per cent, rather than over 52 per cent. Of course,
this example does not take into account any changes to conditions that may
result from shifting funds across grant types. Even so, an accurate reflection of
changes in the relative shares of SPPs can only be gauged by taking account of
classification changes.

Much of the concern about SPPs derives from statistics which show their
dominance in total payments to the States. Even abstracting from classification
changes, these statistics can mask as much as they reveal.

Payments to the States for 1993-94 amounted to around $31.6 billion (gross),
comprising: general revenue grants, $14.89 billion (47 per cent); and SPPs,
$16.71 billion (nearly 53 per cent). These ratios are often cited as evidence of
Commonwealth incursion into State affairs.

During the Commission’s inquiry into Impediments to regional adjustment (IC
1993h), the New South Wales Government said:

... the increasing share of specific purpose payments substantially reduces States’ fiscal
flexibility and exacerbates the adverse impacts of vertical fiscal imbalance.

Similarly, the Northern Territory Government commented:

Tied grant funding reduces the ability of a State government to prioritise its activities ...
the more funds that are provided via tied grants the less discretion State governments
have to meet their own perceived needs.

However, as the then Commonwealth Treasurer (Dawkins 1992, p.73) observed,
payments through the States do not affect States’ budget flexibility. In
1993-94, they amounted to $6.26 billion, whereas $10.45 billion was provided
by SPPs fo the States (33 per cent of total payments to the States).

Of the SPPs fo the States, 37 out of the 79 had matching conditions (Table C3)
equating to $2.8 billion or about 27 per cent of SPPs fo the States. This is a
significant increase over 1990-91, when they accounted for $1.73 billion or
18 per cent of total SPPs o the States. These SPPs are most likely to affect
States’ budget flexibility. In 1993-94, SPPs with matching conditions were
less than 9 per cent of total (gross) payments to the States — up from about
6 per cent in 1990-91.

Intergovernmental grants are put in the context of total State revenues in Figure
C2. Grants were the dominant revenue source for the States in 1992-93,
followed by State taxes, and other own-sources. On the basis that revenue
equals expenditure (that is, abstracting from borrowings or deficit reduction),
SPPs to the States, including those with matching requirements, represented
about 15 per cent of State outlays in that year. This suggests significant
potential for the type of grant substitution discussed in the literature (see Annex
to this appendix). For example, if expenditure specified by some SPPs would
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Figure C2 .
Components of State revenue, 1992-93
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M state taxes

Other own-source
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Source: Commission estimates based on ABS Cat. nos 5506.0 and 5512.0 and Willis (1994a)

have been undertaken by the States in any event, then those SPPs merely
supplant that expenditure and liberate States’ own-source funds for use in other
areas.

It is likely that SPPs with matching conditions as a proportion of total SPPs ro
the States in 1992-93 represented less than 4 per cent of State outlays*. Even if
all of these SPPs involved ‘dollar-for-dollar’ matching, the impact on State
outlays appear not to be great.

However, untied SPPs may also influence State budget flexibility if the grant
exceeds the total desired spending by the State on the specific good or service,
or if a State is unable to substitute the grant for its own expenditure due, for
example, to a maintenance of effort requirement. Moreover, as Walsh and
Thomson (1992, p.7-8) note, conditions apart from ‘matching’ are becoming
more important.

... there has been an increased incidence of the establishment of mechanisms by which
the Commonwealth can exert joint planning influence on outlays funded with its
assistance (CSHA, and the arrangements for vocational education and training, for
example) — and, in one case (higher education) the joint Commonwealth-State
planning arrangements have been associated with a complete takeover by the
Commonwealth of funding and the introduction of direct negotiations with individual
(nominally State-controlled) institutions. For another, so called new ‘untied’ grants
have come with requirements of bilateral negotiations about the purposes for which

4 Based on the assumption that SPPs with matching requirements in 1992-93 were around a
quarter of the value of total SPPs 7o the States (the same level as 1993-94) — a reasonable
assumption given that the ratio is not volatile from year to year.
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they will be used (the Building Better Cities program, for example) and proposals have
been made for untying of existing grants (eg schools) conditional on performance
criteria being met (ie converting them into so-called ‘FAGs with tags”).

Thus, while analysis of the impact of SPPs on States’ budget flexibility should
focus on matching conditions, an examination of Commonwealth-State
agreements is also warranted, although, in a number of cases, these may be
more relevant to questions of sovereignty than budget flexibility and
performance.

SPPs and the influence of fiscal equalisation

While the public finance literature shows that some SPPs can constrain a State’s
expenditure options, there is a view that this effect is largely mitigated in
Australia by the operations of the Commonwealth Grants Commission (CGC).

The CGC makes assessments which form the basis of financial assistance grants
(FAGs) distributed to the States according to the principle of fiscal equalisation.
Four methods of dealing with SPPs are identified in CGC reports on issues in
fiscal equalisation (CGC 1990, vol.2, pp.136—140). These are summarised by
Willis (1994a, p.36):

. Inclusion: used for SPPs considered to meet in part the CGC’s assessment
of State expenditure needs. It assumes that funding through SPPs is no
different in effect from the provision of general revenue assistance.

. Absorption: a variant of inclusion. SPPs are added to the pool of FAGs
and the CGC’s recommended per capita relativities are determined with
regard to the combined pool in that year. Unquarantined Hospital Funding
Grants are treated in this manner.

. Deduction: used where the SPP is considered to finance expenditure in
addition to that which the States would otherwise have undertaken or
where the SPP is distributed in accordance with the CGC’s assessment of
State needs. Only the State-funded portion of expenditure is included in
the CGC’s assessments.

. Exclusion: used for SPPs which are directed to areas in which the
Commonwealth has largely accepted financial responsibility — most SPPs
through the States — or which are outside the scope of the CGC’s
assessment. All expenditure is excluded from the assessment.

About three-quarters of SPPs 7o the States are treated under the inclusion or
absorption method, thereby directly affecting the distribution of FAGs. The
Commonwealth Treasurer (Willis 1994a, p.36) has noted that “concerns have
been expressed that this may in some instances result in the Commonwealth’s
policy objectives with respect to SPPs being overridden”.
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Indeed, the CGC (1990, vol.2, p.157) has itself observed that, to achieve fiscal
equalisation, “the inclusion method is appropriate and the overriding of the
actual distribution of SPPs is a necessary outcome”. An illustrative example,
based on a two-State model, contained in that report shows what happens if one
State does not attract an SPP. There are two outcomes:

« the State rejecting the SPP receives an increased proportion of FAG funds,
but overall the total amount received by both States is reduced by the
amount of the rejected SPP; and

. if the Commonwealth increases the total pool by the amount of the
rejected SPP, the State rejecting the SPP receives the full amount as
additional FAG.

The CGC (1990, vol.2, p.159) noted that:

.. if the inclusion method is used for a matching payment and the State chooses not to

make the effort to attract such a payment, that State will ... receive its assistance as
general revenue assistance and will have greater freedom to determine its expenditure
priorities.

Nevertheless, while a State rejecting an SPP treated under the inclusion method
could be compensated by a correspondingly larger share of general revenues, it
would take five years to become fully effective (owing to the CGC’s five year
averaging in its assessments).

The Commonwealth attempts to balance the seemingly conflicting objectives of
SPPs and the overriding effect of fiscal equalisation. It has, on occasion,
instructed that certain SPPs be treated in a different way from usual. For
example, assistance provided under the South Australian Assistance Package is
excluded from the CGC’s assessments to ensure that the benefit is not clawed
back through lower FAGs. The Commonwealth Treasurer (Willis 1994a, p.36)
points out that:

It is not necessarily the case ... that because an SPP may be overridden in a financial
sense the Commonwealth’s policy objectives will be overridden. ... The objective of an
SPP may be achieved by the fulfilment of the related conditions which the
Commonwealth has agreed with the State receiving the payment.

Similarly, the CGC (1990, vol.1, p.93) states:

We accept that through the use of the inclusion method there is an overriding effect in
an overall financial sense. However, we do not believe that there is an overriding effect
in the sense of countering the objectives of individual SPPs...

That fiscal equalisation can override the effect of SPPs in a ‘financial’ sense
may be an implicit acknowledgment that the inclusion method makes SPPs
‘fungible’. That is, the funds attached to an SPP displace States’ own-source
funds which may have been earmarked for similar purposes, and these can then
be used for other purposes.
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Indeed, Noon (1991, p.23) argues that “even matching tied grants effectively
become fungible within State budgets”, and that they can only be said to affect
States’ broad budgetary choices where States are forced to provide services
above that which they would have freely chosen; and where matching grants
result in a level of service provision above the CGC assessment standard.

Noon derived ratios of State discretionary expenditureS on health, education and
industry assistance for 1988-89 relative to SPPs provided for those purposes.
Where State spending on a program is markedly greater than ‘required’ by
SPPs, this would suggest that State budgets are not forcibly altered. In all but
one case, the discretionary expenditure ratio is 2:1 or greater. Noon concludes
that there is no evidence that a States’ expenditure would fall below “the levels
demanded by the community” if funding was via unconditional grants. Further
analysis of 1988-89 State net expenditure indicated that (p.29):

... Queensland spends only $462 and $590 per capita respectively on education and
health, whereas Victoria chose to spend $714 and $647 per capita on these items. Both
policy areas are covered by a plethora of SPPs. They have not hampered Queensland in
any discernible way from offering below-average levels of services. This emphasises
that the breadth and format of SPPs do not impede States from offering divergent
policy menus. The policy over-riding nature of the Commonwealth Grants
Commission’s fiscal equalisation procedures at the aggregate level is confirmed...

While the analysis is useful, it may be too broad to unequivocally judge the
impact of SPPs on State budget flexibility. It is possible that within a category
such as health, tightly defined SPPs with matching conditions will affect State
budget preferences. Such an impact would not be picked up in a large
aggregated health category. Moreover, even if matching SPPs did not influence
a State’s total expenditure on health, they may change funding priorities within
the broad health category.

A more revealing test would be to examine discretionary expenditure by States
in (sub)programs directly related to SPPs, including those with matching
conditions. Noon (1991, p.31) implicitly acknowledges this:

. there may be particular programs where the level of discretionary expenditure in
some states beyond that funded through the relevant SPP is quite minimal. If so, the
SPP may be justified if it can be shown that the value of that grant is the minimum
necessary for ensuring that the service is provided at the level the community demands.
Otherwise, there is no economic rationale for tied funding.

5 Derived by adding program expenditure from own-source revenue, FAGs and SPPs
without matching conditions expressed as a ratio of SPPs without matching conditions.
Matching SPPs were excluded on the belief that they are fungible and because “a more
(intensive focus on the issue of whether States’ budgetary choices are being constrained
can be accomplished by concentrating on SPPs without matching conditions.” Noon
argues that the importance of matching SPPs is small.
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The issue of fungibility and the effect of SPPs on State budgets requires further
work. If it were found that some SPPs forcibly alter State expenditures, in
principle, such programs should continue only where the Commonwealth knows
better than the States how much of a given service is demanded
(interjurisdictional spillovers) and can provide greater community benefit
through SPPs than would arise under general revenue funding. And national
policy objectives (universal health cover, standard national railway gauge),
where funds need to be tied to a particular purpose, would need to be assessed
using similar criteria.

If, on the other hand, SPPs were found to be fungible, this would raise the
question of why have them, especially if real costs are attached to SPPs arising
from complex administrative requirements and larger bureaucracies associated
with their administration.

Administration costs and duplication of services

In its 1990 review, the CGC argued that a gain in administrative simplicity and
considerable savings by the Commonwealth and the States would result from
absorbing into the pool of general revenue funds, all SPPs treated by the
inclusion approach. It added that such a decision would not alter the eventual
distribution of the pool.

The CGC sought estimates of the administrative costs of a selected sample of
SPPs (with a total value of $4.9 billion) to the States in 1988—89. The States
suggested that the average annual cost to them of the SPPs was about $27
million. The annual cost to the Commonwealth was estimated to be around $21
million. These estimates are, at best, indicative. The CGC noted (1990, vol.1,
p.95) that “since it would take an intensive investigation to derive an accurate
costing of these arrangements, the results must be highly qualified”. In
comparison, the costs associated with general revenue assistance were estimated
to be around $2 million for the States and $2.5 million for the Commonwealth.

The usefulness of such comparisons is further limited, because the costs of
changing the arrangements are not known. For example, States may have to
pick up greater monitoring and accountability procedures. It is also possible
that, in some cases, centralised monitoring and accountability captures
economies of scale.

Areas most commonly cited as involving duplication of Commonwealth and
State services tend to be those affected by SPPs (education; vocational
education and training; health and aged care; housing, community services and
roads, for example). However, there is a paucity of quantitative information on
this. While shared responsibility need not result in duplication, such areas
warrant scrutiny.
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Transparency and accountability

SPPs are subject to standard accountability requirements of the Commonwealth.
Remittance of audit or acquittal statements is usually required for SPPs that
specify funds are to be used for a particular purpose. Nevertheless, the
Australian National Audit Office (Auditor-General 1990), in reviewing
programs funded by SPPs, found that 12 per cent of the programs did not have
clear objectives and that over 50 per cent did not have performance indicators
set by the Commonwealth.

A further ANAO report (Auditor General 1993, p.2), which reviewed several
government programs, found that:

The current diversity of agreements having similar intent, in our view, is not in the best
interests of efficient administration. This presents opportunities for both
standardisation and adoption of best practices to ensure that there is an appropriate mix
of accountability and protection of the Commonwealth’s interests, without jeopardising
the need for flexibility in agreements, where such flexibility helps to achieve clear
program objectives.

The report made a number of recommendations:

. agreements for SPPs should be formalised in writing and precisely specify
purposes, objectives and the roles and responsibilities of each tier of
government;

. financial responsibilities of each jurisdiction, the timing and method of
funding and details for adjusting funding and matching conditions
(formulas and price indexes) should be clearly specified in agreements;

. mandatory conditions attached to SPPs should be in the agreements —
administrative guidelines (which should themselves be reviewed regularly)
should not be used for these purposes;

. the Commonwealth should adopt prudent cash management practices and
incentives should be put in place to encourage States to achieve greater
efiiciency; and

. all agreements for SPPs should contain mechanisms for developing
performance measures and specify penalties for non-compliance.

The 1993 ANAO report also sought improved auditing of programs and raised
difficulties encountered by ANAO in conducting joint audits with State
Auditors-General. This was said to result in a lack of accountability, program
efficiency and effectiveness monitoring.

During its inquiry into Public housing (IC 1993g), the Commission found that
shared Commonwealth-State responsibilities under the CSHA provided
opportunities for each level of government to avoid accountability. It found a
lack of clear program objectives to assess how well funds are used and unclear
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lines of responsibility contributing to confusion and poor and duplicated
services.

There may be vested interests in maintaining SPPs, apart from any mutually
advantageous relationships between Commonwealth and State administering
departments. For example, even if SPPs were fungible, State line departments
may perceive them as being in their interests because they provide a minimum
baseline level of funding which provides certainty for program continuity.

Where to now?

This appendix has examined some of the major issues that emerge in the context
of SPPs and intergovernmental relations. It is apparent that SPPs, as currently
classified, have increased and now constitute a dominant proportion of
intergovernmental grants.

However, there are areas where information is lacking. Classification changes
have muddied the waters regarding the importance of SPPs over time —
although it is known that SPPs with matching conditions have increased. But,
the extent to which non-matching conditions affect State budget flexibility
(rather than sovereignty) is unclear. Similarly, the Australian system of fiscal
equalisation obscures an ‘Australian interpretation’ of the theory of
intergovernmental grants.

Moreover, the effect of SPPs on accountability, duplication of services,
administration costs and shifting of responsibility is incompletely understood.
For example, SPPs are expensive to administer, but how expensive is not
known. Despite these shortcomings, there is impetus for reform in various
intergovernmental forums including Ministerial Councils, Special Premiers’
Conferences (SPCs), and the Council of Australian Government (COAG).

The 1990 SPC agreed, for example, to the goal of reducing the incidence of
SPPs so as to provide the States with greater budget flexibility. A Working
Group was set up to review matching arrangements. While the abandonment of
the SPC process meant that this work did not see the light of day, the issue
continues to reappear. COAG has recently established a working group on
Commonwealth and State Roles and Responsibilities which, among other
things, is examining SPPs with a view to reducing their incidence. This was to
have been discussed at the August 1994 COAG meeting, but was postponed
until the February 1995 meeting.

There are several options for reform of SPPs, and many involve ‘no regrets’
approaches — that is, reforms that can be sustained in their own right, regardless
of uncertainties about the full impact of SPPs.
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SPPs currently subject to the inclusion method by the CGC constitute one area
where reform might be achieved quite readily. For programs where the
Commonwealth is seeking to establish minimum national standards, or to
introduce programs into States, more complex issues arise. ~ Various broad-
brush reforms are canvassed below.

Absorption into FAGs
There are three possible approaches within this option.

. Absorption with no conditions: States would be responsible for the
program area and the Commonwealth would cease to have any role in the
use of funds.

. Absorption with some general conditions to meet Commonwealth policy
interests: While feasible, this option raises questions about
intergovernmental relations. FAGs are supposed to provide unconditional
assistance, although current practice involves some conditions on funds of
major policy importance.

. Absorption with States entering into bilateral contracts or agreements.
This may be appropriate where the Commonwealth has a legitimate policy
interest necessitating more detailed conditions.

Broad-banding

Broad-banding would involve combining SPPs in similar functional areas — for
example, capital and recurrent funding for particular programs. Approaches
include broad-banding with conditions that reflect the broad program purpose
and allow States greater flexibility within these areas; or broad-banding with
reduced conditions.

Retention of existing structure with reduced conditions

Where the Commonwealth has an ongoing policy interest. it may be possible for
it to take on full financial and administrative responsibility. For example, the
1994-95 Budget noted the reclassification of payments relating to the
Australian National Training Authority from an SPP to Commonwealth own-
purpose outlays.

Another consideration would be to examine the use of outcome-oriented
performance measures for SPPs rather than specifying expenditures. Indeed,
some Commonwealth-State agreements and bilateral negotiations such as the
Building Better Cities Program and ‘FAGs with tags’, may provide more
flexibility than traditional SPPs. Specifving performance outcomes has
advantages over setting State input (expenditure) requirements to qualify for
Commonwealth assistance.
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The 1994-95 Commonwealth Budget (Willis 1994a, p.32) stated that:

In some areas of shared responsibility the use of outcome measures would allow the
Commonwealth’s broader policy interests to be satisfied while providing the States
with greater medium term flexibility in the management of their budgets.

However, this aim is subject to the caveat that:

expenditure is often used as a proxy for a performance indicator because of the
difficulty inherent in reaching agreement on an output or outcome indicator ...

Following the removal of explicit matching conditions, continuity of service
levels could be specified by maintenance of effort arrangements. The type of
maintenance of effort appropriate to a particular program where matching
conditions are reduced or removed will depend on the individual program.

Options for defining maintenance of effort arrangements include: agreement
based on real or nominal expenditure on specified activities or on a broader
program area; a commitment to maintain levels of expenditure in a broader area;
or program outcomes in terms of continued delivery of a minimum level of
services (as distinct from expenditure).

Determining the most appropriate form of action would require a thorough case-
by-case analysis of programs and their objectives.
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Annex
lllustrative analysis of different forms of grants

Figure C3
Budget costs and welfare effects of different forms
of grants )
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Various types of intergovernmental grants are examined below using
indifference curve analysis. Units of a specific good (X) provided by the
government are shown on the horizontal axis and all other goods (Y) are
represented on the vertical axis. The local community can expend all its
resources on the specific good or on other goods, subject to the budget line AB
which indicates combinations of the goods. The indifference curves Ii to Iv
show the community’s preferences for the two goods and OO' is the income
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consumption curve associated with the initial price relativities (Starkie 1984,
pp.27-29). [Initial equilibrium is at e; where the community consumes OYi
units of other goods and OXi units of the specific good.

In this example, the Commonwealth wants to stimulate expenditure on good X
from OXi to OXk. Budget cost is measured in terms of other goods (Y) on the
vertical axis and AB represents the pre-grant budget line. A GPP will move the
budget line to MN and the size of the grant will be AM — much of it leaking
into expenditure on other goods. State welfare (which increases as indifference
curves li to Iv move away from 0) is maximised (Iv) as there are no restrictions
on how the grant is spent. Desired expenditure on X is achieved without
restricting Y (OYs).

An untied SPP will extend beyond (to the right of) the income consumption line
(00" if OXk is to be achieved. The budget line is AFG. With the preferences
shown, the State spends none of its resources on X, choosing to locate at F. The
cost of the grant is AH. This grant is less costly than a GPP owing to its
targeting and, once extended beyond the income consumption line (point V),
there is no further possibility of the grant replacing local expenditure on X.
State welfare is lower (liv as opposed to Iv) because the State’s expenditure on
Y is restricted to OA.

The Commonwealth would need to offer a matching ratio equal to OT/OB to
achieve total expenditure OXk on good X. The cost is AK which is less than a
GPP or a conditional non-matching grant. The matching ratio reduces prospects
for grant substitution as it makes it more expensive for the State to reduce
expenditure on X in favour of Y, as the cost of an extra unit of Y in terms of X
has risen. State welfare is lower (liii) than that associated with a GPP or an
untied SPP.

Maintenance of effort requirements can further reduce a grant’s cost to the
Commonwealth. A State may be required to maintain or increase expenditure
effort on a specific good. With the former, there is no possibility of grant
substitution by the State. With the latter, the State is required to stimulate
expenditure on X to receive the grant. A requirement to increase effort is less
expensive for the Commonwealth than maintenance of effort. The figure shows
that the State must spend OXL on X before receiving a lump sum grant. The
grant’s cost is AE which is cheaper than other methods.

Maintenance of effort requirements, if devised correctly, provide the
Commonwealth with the cheapest method of achieving a target. With other
grants, funds can leak into expenditure on other goods. But the restraint placed
on State expenditure on Y affects State welfare more adversely than any of the
other grants mentioned (lii). In this case, the State must reduce expenditure on
Y below the pre-grant level to receive the grant.

114









Appendix D
Developments in GBE reform

GBEs not only provide key inputs into industry; they represent a significant
sector of the economy in their own right. In 1992-93, GBEs accounted for 8
per cent of the total wage bill, 13 per cent of national gross operating surplus, 10
per cent of gross domestic product, and 13 per cent of gross fixed capital
expenditure!.

Governments have been active in reforming their GBEs over the past decade
(Box D1). The approach, depth and timing of reform has differed between
Commonwealth, State and Territory governments. But, generally speaking, the
momentum has been building.

General developments in GBE reform are reviewed in this appendix while
reforms to particular GBEs are detailed in Appendices A, E and F.

The pressures for reform have come from greater stringency in government
finances and from private firms seeking more efficient and effective
infrastructure services. Governments require better performance from their
GBE:s to reduce their subsidy requirement and exposure to debt. The reforms
are paying off, with, in many cases, lower costs, improved productivity,
improved returns on investment and lower prices to users (SCGTE 1994b).

As FitzGerald (1993, p.33) stated in his report on national savings:

The PTE [public trading enterprise] sector has traditionally been an absorber of
national saving. However, recent initiatives, including the sale of some enterprises, are
reducing the extent of this draining such that the sector is now approaching balance.

1 Commission estimates based on ABS data.
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Developments within individual jurisdictions
Improving the performance of GBEs involves two fundamental tasks:

+ to ensure that the goods and services provided by these enterprises are
produced in the most cost-effective manner for the community; and,

. to ensure that the prices charged for these goods and services reflect their
costs of supply and, where governments require GBEs to deviate from these
prices, this is fully costed, identified and funded (from general revenue).

This involves putting the operations of enterprises on a more commercial
footing and establishing incentives to maintain a commercial focus.
Governments have three broad approaches to reforming GBEs:

. administrative changes to the operation and management of enterprises,
including clear accountability, backed by a system of rewards and sanctions;

. implementing measures to promote competitive pressures; and

. transferring ownership to the private sector.

Commonwealth

The Department of Finance released a discussion paper in August 1993, 4
Policy Framework for Commercialisation (1993b). This paper provided an
overall policy framework for the commercialisation of Commonwealth agencies
including GBEs. The Department of Finance is to release a final, more detailed
set of guidelines.

The Prices Surveillance Authority (PSA) released two discussion papers,
Pricing Guidelines for Efficiency and Fairness (1994b) and Price Capping:
Design and Implementation Issues (1994a) in March and June 1994
respectively. These papers outline issues concerning price control, many of
which are relevant to GBE pricing.

In Price Capping: Design and Implementation Issues, two major issues
canvassed concerned the formal approaches to prices surveillance, cost-based
pricing and price capping.

The Commonwealth Government has introduced umbrella legislation into
Parliament, in the form of the Commonwealth Authorities and Companies Bill2.
This Act will be an additional requirement for Commonwealth GBEs which are
subject to the Corporations Law. The Bill is directed at governing GBE

2 Umbrella legislation is commercialisation or corporatisation legislation designed to apply
to a wide range of GBEs rather than particular enterprises.
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operations and generally improving their accountability. The overview provides
a guide to the scope of this legislation:

This Act regulates certain aspects of the financial affairs of Commonwealth authorities.
In particular, it has detailed rules about reporting and accountability. This Act also
deals with other matters relating to Commonwealth authorities, such as banking and
investment and conduct of executive officers (Australian Parliament 1994, p.1).

Unlike the majority of State umbrella legislation, this Bill is not a vehicle for
wide-ranging structural reform, the Commonwealth Government preferring
specific legislation to reform individual GBEs.

In June 1993 the relevant Commonwealth Ministers3 directed GBEs within their
responsibilities to follow new guidelines, Accountability and Ministerial
Oversight Arrangements for Commonwealth Government Business Enterprises.
The guidelines stated that Ministers were to set a clear mandate and objective
for each GBE, that the Boards of GBEs should contain a balance of people with
business expertise that will enhance the performance of the GBE, and GBEs
should also regularly benchmark themselves against world best practice
(Department of Finance 1993a).

New South Wales

The New South Wales Government continues to build on a GBE reform
program which has been implemented over several years.

As part of this program, four policy statements were issued in 1994: 4 Tax
Equivalent Regime (TER) for NSW Government Trading Enterprises (NSW
Government 1994a), A4 Social Program Policy for NSW Government Trading
Enterprises (NSW Government 1994b), 4 Capital Structure Policy for NSW
Government Trading Enterprises (NSW Government 1994c¢), and Guarantee
Fees for Commercial Sector Agency Debt (NSW Government 1994d).

The TER Policy requires that GBEs pay Commonwealth tax-equivalent
payments to the NSW Government to implement one of the key principles of
the GBE reform framework, namely, competitive neutrality. For most NSW
GBE:s already in the Government’s dividend regime, the TER will be introduced
in full from the commencement of the 1994-94 financial year. There will be 13
GBEs paying tax equivalents in 1994-95.

The Social Program Policy aims to improve both the delivery of community
service obligations (CSOs) and GBE performance through the identification and
explicit funding of CSOs. Implementation of the policy will result in the

3 The relevant Commonwealth Minister refers to the Minister who has portfolio
responsibility for the GBE.
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effective separation of commercial and non-commercial activities of GBEs,
with CSOs being formally contracted between the GBE and the relevant
portfolio Minister. The policy provides for GBEs to identify and cost CSOs,
which will then be funded through the budget. Thus CSOs would come under
the same scrutiny as the budget more generally. It also raises the possibility that
identified CSOs may no longer be provided by a GBE if a more efficient
method of delivery is available.

The Capital Structure Policy is a key component of the financial policy
framework for NSW GBEs and complements the Financial Distribution Policy
published in August 1992. The policy is aimed at establishing commercially-
based target capital structures (mix of debt and equity) for GBEs.

The statement on guarantee fees outlines a policy which has been implemented
in New South Wales for some time. GBEs are charged an explicit fee on their
debt based on the differences between their credit rating and that of the NSW
Government.

In October 1993, the Government Pricing Tribunal of New South Wales
released its first Annual Report (GPTNSW 1993). The Tribunal sets prices in a
variety of industries including water, electricity and public transport?. GBEs
cannot exceed the maximum price set by the Tribunal but may, with the
Treasurer’s approval, set prices at a lower level. In addition to these
determinations, the Premier may refer a pricing decision to the Tribunal which
then makes recommendations to the relevant Minister to act upon (Parliament of
New South Wales 1992).

The Pricing Tribunal stated that through its price determinations, which
explicitly attempt to reduce cross-subsidies, cross subsidisation in 1993-94 has
been reduced by $160 million (GPTNSW 1993, p.5).

Victoria

The Victorian Government has been implementing an extensive program of
GBE reform involving corporatisation, structural reform and privatisation.
These reforms have been focussed mainly on the electricity, gas and water
industries. The Government has also announced its preferred approach for the
future reform of port authorities.

In April 1994, the Victorian Treasurer (Stockdale 1994a) released an economic
statement which, in part, outlines past and future GBE reforms in Victoria. The
economic statement addressed general issues such as regulation and CSOs as

4 The Government Pricing Tribunal makes price determinations which cannot be exceeded.
In addition, the Tribunal makes price recommendations which the Minister then acts upon.
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well as proposed directions for industry specific reform. In the economic
statement the Victorian Treasurer also outlined new commercial guidelines that
were to be adopted for the payment of dividends in light of an Independent
Commission of Audit report which had commented unfavourably on high
dividend payouts made by some Victorian GBEs.

The Treasurer also announced the establishment of a general economic
regulatory body, the Office of the Regulator-General, to (p.3—7):

«  safeguard open and fair competition in competitive markets; and
o  simulate competitive market outcomes in non-competitive markets.

The initial role of the Office will be to regulate the electricity, gas and water
industries. It commenced operations on 1 July 1994.

In the 1994-95 Victorian budget (Stockdale 1994b) the Treasurer outlined the
major objectives of GBE reform and recent developments in Victorian GBE
reform, many of which had been proposed in the Autumn Economic Statement.
The objectives of GBE reform as outlined by the Treasurer is to place GBEs on
a more commercial footing closely aligned to the environment facing private
sector enterprises (p.8—1):

o more effective use of the community’s resources using competition to achieve
ongoing efficiency gains within public sector businesses;

«  maximisation of customer choice aimed at putting power back in the hands of
consumers; and

»  the use of the proceeds of privatisation to reduce Victoria’s debt burden.

Major GBEs are now subject to income and capital gains tax-equivalent
payments. The coverage of these tax-equivalent arrangements will be widened
in a manner consistent with the agreements made at the March 1994 Premiers’
Conference (see below).

In August 1994, the Victorian Government announced their CSO policy (Office
of State Owned Enterprises 1994). This CSO policy aims to identify and make
accountable social and community programs undertaken by GBEs. The policy
addresses key areas of concern in CSOs, that is, defining, costing, funding,
monitoring, external consulting and implementing CSOs.

Queensland

‘The Queensland Government is continuing an extensive program of
corporatisation of its GBEs, following the release of the Government’s policy
guidelines for corporatisation. The Queensland Government released a policy
paper Recording and Valuation of Non-current Physical Assets in the
Queensland Public Sector (Queensland Treasury 1994) in August 1994 in
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support of its corporatisation policy. The new policy specifies that assets of all
Queensland GBEs should be valued on a deprival-cost basis. Details of
particular GBE reforms are provided in Appendices E and F.

South Australia

In April 1994, the South Australian Commission of Audit released a report into
the South Australian public sector, Charting the Way Forward. This document
has set up a comprehensive agenda for reform of the public sector in South
Australia, including GBEs. A series of reforms were recommended, including
the possible privatisation of many of the State’s GBEs, subjecting GBEs to
increased accountability and competition and separating the government’s role
as both owner and regulator>.

The Commission of Audit specifically recommended:

. the establishment of an independent pricing tribunal, similar to that
established in New South Wales, to ensure efficient pricing by
government-owned monopolies;

. that non-commercial directives (CSOs) should be costed and made
explicit; and

. South Australia’s umbrella legislation— the Public Corporations Act 1993
— should be amended to appear similar in nature to either the Queensland
or Victorian umbrella legislation, so that it can become a catalyst for
further reform including corporatisation of the State’s GBEs.

Key recommendations concerning GBE reform included (South Australian
Commission of Audit 1994, p.340):

Recommendation 8.2

The government should implement a microeconomic reform program for government
businesses. This should include a review of the government’s role in and the structure
of all its business operations, nomination of those which should ultimately be sold and
a complete review of the operations and efficiency of all remaining government
businesses. Special reviews of the role, structure, operations and efficiency of each
major government business should be provided for in legislation, on at least a seven
year cycle.

A three tier reform program was recommended (p.354):

5 The Commission of Audit recommended that subjecting a GBE to competition could
possibly include subjecting them to the Trade Practices Act 1974.
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Recommendations 8.7

For all government businesses that remain in government ownership, the government
should implement a comprehensive three tiered commercial framework. At a minimum
government businesses should be commercialised (tier one), with the preference being
for full corporatisation (tier two). For those government businesses to be corporatised
and sold (tier three), the government should consider incorporation and full compliance
with Commonwealth laws.

The key elements of the commercial framework recommended in tier one
include (p.354):

« acommercial objective for government businesses;
. clear and non conflicting roles for key stakeholders;
e  clear accountability backed by effective sanctions;
. a commercial financial framework; and

o  asystem of external performance scrutiny.

In its response to the report, the South Australian Government has announced it
will take a case-by-case approach to the question of which government
enterprises (whether in statutory corporation form or not) would be sold,
incorporated as a company under the corporations law or otherwise dealt with to
improve the efficiency of their operations. A key element of its reform program
will be the establishment of a commercial framework for the operation of
government businesses (Baker 1994). It will include rate of return targets,
identification and funding of CSOs, performance monitoring, the payment of
dividends and review of capital structures of enterprises.

Western Australia

In February 1993, the Western Australian Government announced an
Independent Commission to Review Public Sector Finances (McCarrey
Commission). The McCarrey Commission submitted its report, Agenda for
Reform, in two volumes in June and August of 1993. It contains several
recommendations concerning the operation of GBEs in Western Australia.

The McCarrey Commission set out a model of corporatisation which
incorporated: clear and non-conflicting objectives; managerial autonomy,
authority and responsibility; performance monitoring; rewards and sanctions;
and competitive neutrality. The report criticised the pace of corporatisation
reform in Western Australia. Other recommendations contained within the
report included:

« the establishment of an independent GBE pricing tribunal;

. subjecting GBEs to tax-equivalent payments;
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. subjecting GBE:s to a dividend policy;

. the establishment of a State Enterprise Council (containing a majority of
private sector members) to provide advice to Government on the transitional
process; and

. the establishment of a sub-committee of Cabinet, chaired by the Premier, to
oversee the implementation of reform.

The performance of individual Western Australian GBEs was also assessed by
the Commission and recommendations made on how to improve individual
GBE performance. The Commission recommended the privatisation of several
GBEs. Some of these have since been privatised (Appendix F).

As recommended by the Commission, a Cabinet sub-committee on public sector
reform was established to oversee implementation of the Commission’s
recommendations.

The Western Australian Government has announced its intention to introduce
more efficient commercial practices into the operations of its major trading
enterprises (Court 1994). A program for the corporatisation of a number of
major GBEs has been set in place. Several enterprises were privatised during
1993-94, and competitive tendering and contracting have been promoted as
means of improving the efficiency of services provided by the public sector.

Tasmania

Following a review of the State Authorities Financial Management Act 1990,
the Tasmanian Government will introduce new umbrella legislation for its
GBEs. The new legislation will be based on principles that have been widely
used to corporatise GBEs throughout Australia. These principles include clear
and non-conflicting commercial objectives, reduction in the day-to-day
ministerial involvement in GBE operations, performance monitoring and
provisions made for competitive neutrality. Those principles have already been
applied to the newly corporatised Printing Authority of Tasmania and Forestry
Tasmania (Appendix F).

Interjurisdictional developments

GBE reform is not just driven by individual governments. Many general and
industry-specific reforms require the co-operation of different governments.
General developments in intergovernmental co-operation on GBE reform are
outlined in this section.
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Council of Australian Governments

The ongoing reform of industries dominated by GBEs has remained a feature of
the agenda of COAG. The Council has agreed that the establishment of an
effective national competition and legal framework, encompassing GBEs, is
crucial to underpin enhanced economic performance (Appendix G). It has
continued to co-ordinate national reform efforts in the electricity, gas and water
industries (Appendices A and E). In February 1994, it added the maritime
sector to this agenda (COAG 1994a).

Steering Committee on National Performance Monitoring of
Government Trading Enterprises

In April 1994, the Steering Committee on National Performance Monitoring of
Government Trading Enterprises (SCGTE) released a paper on CSOs.
Defining, costing and funding of CSOs continues to be a major issue in the GBE
reform debate. The SCGTE (1994a, p.xi) definition of a CSO is:

A Community Service Obligation arises when a government specifically requires a
public enterprise to carry out activities relating to outputs or inputs which it would not
elect to do on a commercial basis, and which the government does not require other
businesses in the public or private sectors to generally undertake, or which it would
only do commercially at higher prices.

The paper reviews different methods of measuring the cost of CSOs. It
concludes that the avoidable cost approach will usually be the preferred method.
The paper suggests a case-by-case approach to measuring the cost of CSOs.

The paper considered five different methods of funding CSOs including cross-
subsidies between different users, explicit levies on users, direct cash transfers
to consumers and acceptance of lower rates of return on capital. They all
involve different trade-offs between efficiency and other objectives. An
advantage of direct funding of CSOs from government budgets is that it
provides greater transparency of the provision of these services.

As part of the corporatisation process and general reform of GBEs, increased
emphasis has been placed on performance monitoring. Performance monitoring
has been used to allow yardstick competition, by benchmarking performance of
GBEs between jurisdictions and even internationally. The SCGTE is producing
an annual study of performance indicators for a sample of GBEs. In
conjunction with this work, the SCGTE is also looking at related issues such as
valuing assets and calculating indicators such as economic rates of return.
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Box D1

Chronology of reviews and developments in GBE

reforma

Commonwealth

1983  Guidelines for the form and standard of financial statements of

1986

1987

1993

1993
1994

Commonwealth undertakings (accounting guidelines)

Statutory Authorities and Government Business Enterprises, Proposed
Policy Guidelines (discussion paper)

Policy Guidelines for Commonwealth Statutory Authorities and
Government Business Enterprises (information paper)

Accountability and Ministerial Oversight Arrangements for
Commonwealth Government Business Enterprises  (administrative
guidelines)

A Policy Framework for Commercialisation (discussion paper)
Commonwealth Authorities and Companies Bill (umbrella legislation)

New South Wales

1988

1988

1989
1992

Focus on Reform: Report on the State’s Finances (Commission of Audit
report)

A Policy Framework for Improving the Performance of Government
Trading Enterprises (Steering Committee on Government Trading
Enterprises report)

State Owned Corporations Act (umbrella legislation)

Government Pricing Tribunal Act (establishment of pricing reform body)

Victoria

1983
1986

1991
1992

1992

1992
1993

Public Authorities (Dividend) Act (required GBEs to pay dividends)
Public Authority Policy and Rate of Return Reporting (information
paper)

Corporatisation of GBEs (discussion paper)

The Reform of Victoria’s Public Authorities — A Discussion Document
(discussion paper)

Restoring Victoria’s Finances: A Beginning, Treasurer’s Statement on
Victoria’s Financial Management Strategy (policy statement)

State Owned Enterprises Act (umbrella legislation)

Electricity Industry Act (electricity reform legislation)

1994  Autumn Economic Statement (policy statement)
Queensland
1981 Co-ordinating and Review Committee Report (stocktake of Queensland

1983

GBEs)
Report on Queensland Statutory Authorities (accountability of GBE

review)
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Box D1 (continued)

1987  Public Sector Review (administrative reform document)

1990  Green Paper on Government Owned Enterprises (green paper)
1992  Corporatisation in Queensland: Policy Guidelines (white paper)
1993  Government Owned Corporations Act (umbrella legislation)

South Australia

1992  South Australian Budget (principles of commercialisation)

1993  Public Corporations Act (umbrella legislation)

1994  Charting the Way Forward, Improving Public Sector Performance
(Commission of Audit report)

Western Australia

1990 Progress and Priorities — An Overview of the WA Government’s
Approach to Microeconomic Reform (policy statement)

1991 Reform and Renewal — A Policy Discussion Paper on the
Corporatisation of Government Trading Enterprises (discussion paper)

1992 The WA Advantage (policy statement)

1993 Agenda for Reform (McCarrey Commission) (Independent Commission
to Review Public Sector Finances report)

Tasmania

1990 State Authorities Financial Management Act (umbrella legislation)
1992 Tasmania in the Nineties (Independent Commission to Review
Tasmania's Public Sector Finances report)

Australian Capital Territory
1990  Territory Owned Corporations Act (umbrella legislation)

a The complete references for material in this box are listed on pp.431-432.

Premiers’ Conference

The Premiers’ Conference is another mechanism for interjurisdictional reform.
To enhance the competitive neutrality of GBEs and reach a situation of tax
uniformity throughout the jurisdictions, the Premiers’ Conference has agreed to
a series of reforms.

The Premiers’ Conference of 25 March 1994 (Willis 1994b) agreed to establish
a process for achieving tax uniformity and competitive neutrality between
activities undertaken by GBEs and the private sector. Under this agreement, the
States will collect tax-equivalent payments directly from their own wholly-
owned GBEs; while the Commonwealth will continue to collect tax from
privatised State GBEs and will comprehensively apply income tax and
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wholesale tax to its own GBEs. The tax-equivalent regimes are to be
established by the States on a uniform basis within three years and are to match
the Commonwealth taxation system.

In addition, compensation will be provided on a case-by-case basis by the
Commonwealth to ensure that the arrangements do not result in advantage or
disadvantage to the other party. Tax compensation will continue to be provided
by the Commonwealth for State GBEs which are partially privatised or are
jointly owned with the Commonwealth and for those banks or insurance offices
where privatisation commenced before 1 July 1995. Tax compensation will be
provided by the Commonwealth in relation to wholesale sales tax where a State
GBE is fully privatised. In addition, the Commonwealth has agreed to consider
income tax compensation on a case-by-case basis for fully privatised GBEs.

The agreement clarifies the taxation arrangements applying to GBEs and
transfers some taxing powers over GBEs to the States. Some tax compensation
will be provided to the States for wholesale taxes forgone as a result of full or
partial privatisation and for income tax losses for partially privatised GBEs and
those jointly owned with the Commonwealth.

Issues in GBE reform

The scope and pace of GBE reform has varied between jurisdictions, leaving a
marked difference in the main issues of GBE reform being addressed by
individual governments. In some jurisdictions, for instance, corporatisation is a
priority issue while, for others, the focus is on privatisation issues. In
considering many issues in the implementation of GBE reform, governments are
able to draw upon the proposals and experience of other governments. In other
cases, governments find themselves embarking on relatively new ground with
less previous experience or applied analysis to guide their reforms. Such issues
can be considered to be at the forefront of GBE reform in Australia.

At the national level there is the move to introduce a competition policy
framework as envisaged in the Hilmer report. Reforms in this area can be
classified as:

» extension of the Trade Practices Act to cover public utilities;
. structural reform of public monopolies;

. regulation of monopoly pricing by GBEs;

. competitive neutrality policy and principles; and

« access to services provided by means of essential facilities (network access).
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Such reforms raise many network issues. Through vertical separation
(separating the competitive elements of GBEs from the natural monopoly
elements) governments throughout Australia are creating intrastate and now
interstate markets. Non-discriminatory access to networks is a particular
concern as the owner of the network has an incentive to exploit potential users
by raising prices above the cost of supply and restricting access. Responses to
be considered by governments include regulation of access conditions, common
carrier provisions and access pricing regulation. The creation of interstate
networks raises additional challenges — co-operation between governments,
control over assets, and establishing the operating environment (Appendix A).

Issues in the reform process are not, however, restricted to the ideas in the
Hilmer report. The identification, costing and funding of CSOs is a
fundamental issue in GBE reform. With GBEs subject to increased commercial
focus and new competitive environments, CSOs become integral to achieving
competitive neutrality and reducing internal cross-subsidisation that exists in
GBE pricing structures. A major difficulty is accurately costing CSOs in a
range of different market circumstances (SCGTE 1994a).

This reduction in cross-subsidisation is part of the larger issue of efficient
pricing of the goods and services supplied by GBEs. Introducing efficient
pricing policies is a complex matter. There are several aspects to be considered
and GBE reform programs are still grappling with them.

Pricing policies are moving towards structures which reflect the variations of
supplying different users. Cost of supply may vary between end-use (for
example, domestic or commercial), time of use (peak or off-peak), location and
according to whether there is excess or full capacity. Information systems
within enterprises need to be adequate to identify the cost of supplying different
market segments. In addition, valuing assets on a consistent basis is an issue in
assisting GBEs to correctly identify appropriate costs.

Pricing policies may be enforced by price regulation, but this may not be
sufficient to encourage GBEs to adopt cost-minimising behaviour. Incentive
regulation schemes to reduce costs can be used to encourage such behaviour by
incorporating bonuses or rewards for regulated firms which reduce costs and
raise productivity.

For governments devising regulatory bodies, an issue is whether the bodies
should be ‘light handed’ or ‘heavy handed’ and whether they should be
industry-based or general regulatory agencies.

Some governments are reviewing the effectiveness of arrangements to enhance
the accountability of GBEs. This involves assessment of the general
relationship between enterprises and government, procedures for reporting to
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government, performance monitoring and rewards and sanctions for GBE
management. The difficulty for many governments is that, as they increase
GBE autonomy, they have less direct control over a GBE’s performance.

Privatisation is a major issue in GBE reform. Governments are faced with
judgments as to whether privatisation will contribute to greater competition and
efficiency. Privatisation will not necessarily lead to increased competition and
efficiency on its own. An important pre-condition is that the GBE is first placed
in a competitive environment before being privatised. There may be some
conflict for governments in maximising their return by selling a GBE as a
monopolist and allowing competition in the market.

Many State governments have been raising the issue of compensation payments.
Their claim for compensation arises from the fact that privatisation would not
only see State governments lose revenue from GBEs’ dividend and tax-
equivalent payments, but would also see the Commonwealth gain tax revenue
from any newly privatised GBEs. This claim and whether it impedes what
would otherwise be worthwhile privatisation is of current debate.

A related issue is the timing of privatisation. Aspects such as revaluing assets,
removing government administrative functions and eliminating artificial barriers
to entry need to be addressed before a privatisation can take place successfully.
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Developments in selected industries

Most governments have initiated reform programs in recent years for
major infrastructure industries. = This appendix reports on
developments in 1993-94. ’

As part of its annual reporting on industry performance, the Commission has for
a number of years reported on developments in the major infrastructure
industries. The areas reported on this year are:

. aviation

. broadcasting

. energy supply and distribution

. mail, courier and parcel services

. rail

. road transport

. telecommunications

. water resources and waste water disposal

. the waterfront and shipping.

Aviation

The major focus of reform in Australia’s aviation services in the 1990s has been
on increasing the scope for the competitive supply of services — interstate,
intrastate and international. The approach has been to remove or free up
economic regulations which constrain entry and the integration of the domestic
and international aviation sectors. Reform processes at the Commonwealth,
State and Territory levels have been documented in previous annual reports of
the Commission. The principal developments in 1993—-94 concern the provision
of aviation infrastructure services by the Federal Airports Corporation (FAC)
and the Civil Aviation Authority (CAA).

The Prices Surveillance Authority (PSA 1994c) reported in June 1994 that
average domestic air fares on interstate routes had fallen 25.4 per cent in real
terms since deregulation, while the number of passengers carried had increased
by 1.21 million or 59.5 per cent. Although full-fare economy rates have
remained stable since deregulation, the range of discount fares has increased.
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The PSA also released some preliminary figures comparing Australian full-fare
economy air fares with those for comparable trips in other countries. Australian
air fares were less expensive in the majority of cases.

In Working Nation (Keating 1994c), the Commonwealth Government
announced its decision to privatise the FAC and that it had a preference to sell
airports owned by the FAC individually. The Minister for Transport has also
foreshadowed major changes to the operations of the CAA.

In other developments:

. the new CAA charging regime operating from 1 July 1994 will see costs to
users reduced by $56 million a year in real terms. The reduction in
charges will see a decrease in flying costs for jets on routes such as
Sydney-Melbourne and Singapore-Sydney; and

. as required by the Government, the CAA released its Industry
Development Plan for 1993-94. The plan extends the CAA’s tasks
beyond its primary role of effective and efficient safety regulation and the
provision of world class aviation traffic services.

Intrastate air services continue to be subject to extensive economic regulation in
Tasmania. They are no longer regulated in Victoria, South Australia and the
Territories and New South Wales is to deregulate in 1996, once existing
licences expire. Queensland has minimal regulation. The Western Australian
Department of Transport is undertaking a review of the relatively small non-jet
intrastate network and its possible deregulation. The Department has taken
public submissions and is to report to its Minister in September 1994.

The International Air Services Commission (IASC) was established in 1992 to
independently allocate air service rights to Australian carriers within the
constraints of the bilateral arrangements which govern international air services.
In its deliberations, the IASC is required to take account of the extent to which
proposals contribute to the development of a competitive environment for the
provision of international air services. Ansett Australia commenced operations
into the Indonesian island of Bali in September 1993 (IASC 1993). Early
indications are that this has led to an increase in the total travel market to Bali
from Australia.

Broadcasting

Changes in the regulatory framework for broadcasting services in Australia
have taken place against broader reforms in the management of the
radiofrequency spectrum that is used for electronic communication.

A market-based approach to spectrum management has been introduced for
those areas subject to high commercial demand. The aim is to encourage the
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use of spectrum-efficient technology, permit efficient and transparent charging
for use of the spectrum and improve the responsiveness of spectrum use to
changing needs. The Spectrum Management Agency is the independent
Commonwealth statutory agency responsible for managing the radiofrequency
spectrum and the reforms. As part of the reform program announced in 1992,
the Industry Commission is scheduled to conduct a review in 1995 (DTC 1992).

The spectrum management reforms did not encompass the broadcasting service
bands used for AM and FM radio and VHF and UHF television. The regulatory
framework for broadcasting services has also been liberalised. However,
prescriptive controls apply in the areas of Australian content and ownership and
control, and industry development obligations apply to satellite licensees.

The regulatory framework for broadcasting services

On 5 October 1992, a new regulatory framework for broadcasting came into
operation with the Broadcasting Services Act 1992. The Act provides the basis
for moving to a simpler licensing regime, releasing more of the spectrum for
broadcasting use, price-based allocation of licences, a measure of self regulation
of program standards by broadcasters, and a less legalistic approach for the
industry regulator, the Australian Broadcasting Authority (ABA). According to
the ABA (1993, p.7):

The Act expounds a system of regulatory control which is now in accordance with the
degree of influence of the service provided.

Mirroring the new Act, the ABA’s main functions are in the areas of planning,
licensing, and program standards and codes. It is required to consult widely in
each activity. In the 1994-95 Budget the Government (Willis and Beazley
1994, p.3.135) stated that:

Reflecting the more liberal regulatory regime under the Broadcasting Services Act

1992 and the consequent reduction in the need for regulatory intervention, funding for
the ABA is expected to decline significantly in real terms.

The licensing function of the ABA has been substantially modified compared
with that of the Tribunal it replaced. Commercial broadcasting services,
community broadcasting services and subscription television broadcasting
services (pay TV) require individual licences. Other broadcasting services such
as radio and television narrowcast services, which have limited audiences or
limited coverage, are provided under class licences. Class licences allow any
operator to enter the market and provide a service, so long as the operator has
access to a delivery capacity and abides by conditions relevant to the particular
category of class licence.

Automatic inquiries into granting and renewing broadcasting licences are no
longer required and reporting requirements related to ownership and control
have been greatly relaxed.
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Under the former system, program standards were determined by the Tribunal.
These are now being replaced by industry developed codes of practice
(covering, for example, the portrayal of violence) which are registered with the
Authority when it is satisfied the codes provide appropriate community
safeguards. The ABA sets compulsory standards for Australian content on
commercial television and children’s television programming on commercial
and community television.

New commercial broadcasting licences for radio or television are to be allocated
using price-based mechanisms, rather than administratively as occurred
previously. The ABA has also used a price-based system to allocate a number
of vacant AM radio channels for short-term use by narrowcasters.

Pay television

Part 7 of the Broadcasting Services Act ended the moratorium on pay-television
services in Australia. It provides for allocation by tender of two four-channel
satellite subscription licences (A and B), and provision of a two-channel licence
(C) to a subsidiary of the Australian Broadcasting Corporation. Services are
required to be transmitted using digital technology on the Optus satellite. In
contrast to a main thrust elsewhere in the Act, this Part is not technology
neutral. It identifies satellite broadcasting as the Government’s preferred
delivery technology and prevents microwave services being established until
satellite services commence under Licence A, Licence B or Licence C, or until
31 December 1994. The Act imposes no such restriction on the delivery of pay
TV via cable or optic fibre.

Licences A and B were allocated for $194 million for the two licences, plus $5
million forfeited deposit. In May 1994, the licensees set a common digital
broadcast standard as required under the Act. Broadcasting of pay TV is
expected to begin in early 1995. Auctions for 190 microwave licences will be
held in 13 areas around Australia in the second half of 1994. On the cable front,
the ABA has allocated 193 cable licences to 11 applicants. Telecom has
announced a $700 million roll out of coaxial cable and optic fibre to homes and
has begun pilot broadcasts of pay TV in Sydney.

The Act requires each predominantly drama pay-TV service to allocate 10 per
cent of program expenditure for that service each year to new Australian drama
programs; requires industry development plans as a licence condition for
satellite licences; sets foreign ownership restrictions; and prohibits advertising
on pay TV until 1997. More recently, regulations have been introduced to
prevent pay-TV operators ‘syphoning’ from free-to-air television major
Australian and overseas sporting events considered to be of national or cultural
significance.
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Energy supply and distribution

Central to the reform of the electricity supply industry is the establishment of a
national electricity grid. Recent developments relating to the grid and in State
electricity supply industries are reported in Appendix A.

Major developments in the gas industry in the past year have included the
COAG agreement on a regulatory framework for gas pipelines, and the
corporatisation and separation of GBEs. The Commonwealth sold its only gas
infrastructure asset, the Sydney-Moomba gas pipeline, to East Australia Pipeline
Ltd in June 1994.

The Commonwealth Government announced the development of a national
regulatory framework for interstate gas pipeline operators in June 1993 but, in
February 1994, deferred its Interstate Gas Pipelines Bill 1993. The Bill was
designed to promote competition through facilitating free and fair trade in
natural gas, including arrangements for third-party access to pipelines, on a
national basis. The decision to defer the Bill reflects the agreement reached by
COAG in February 1994, to implement free and fair trade in gas, within and
between jurisdictions, by 1 July 1996. COAG members will now be expected to
introduce their own gas market reforms by 1 July 1996.

COAG also decided that no further exclusive franchises would be issued and
that plans to implement more competitive franchise arrangements be developed
by 1 July 1996. COAG further agreed that arrangements for the gas industry
need to be settled within the next two years, even though they will not take full
effect for several years. This timetable is compatible with the scheduled
introduction of the national electricity market in 1995.

In other developments, the South Australian Government approved the sale of
160 petajoules of ethane gas to ICI Sydney over the next 10 years. Interstate
sales of ethane gas from South Australia have required Ministerial approval.

The Gas and Fuel Corporation of Victoria (GFCV) has been a vertically
integrated monopoly across production, transmission, and distribution. The
Victorian Government has announced that the initial phase of its gas reform
program involves: disaggregating the GFCV into separate transmission and
distribution businesses; and establishing a regulatory framework covering open
access to pipelines and regulation of tariffs, to be administered by the Office of
the Regulator-General.

In Western Australia, various reports have recommended the separation of the
gas and electricity businesses and two new corporate entities are to be
established to replace the State Energy Commission of Western Australia from
1 January 1995.
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The Sydney-Moomba gas pipeline was sold on 30 June 1994 to a consortium of
Australian, Malaysian, and Canadian interests. AGL took a 51 per cent
shareholding, while the Canadian-based Novacorp International acquired 25 per
cent and Malaysia’s Petronas took the remaining equity. The Commonwealth
Government had originally planned to sell the pipeline in 1989. However, due
to AGL’s first right of refusal on majority ownership, granted at the time of the
Commonwealth’s nationalisation of the project in the 1970s, the sale had been
stalled by legal proceedings.

Mail, courier and parcel services

On 15 November 1993, the Government announced a series of reforms to
introduce further competition for Australia Post (Beddall 1993). A feature of
Australia Post’s monopoly had been that no other organisation was permitted to
carry addressed letters unless it charged a minimum of $4.50 per letter — ten
times the standard letter rate of 45 cents.

The Government announced that:

. the price threshold at which competition is to be allowed would be cut
from $4.50 to $1.80 per letter, effective from July 1994;

. competitors would be permitted to carry heavy letters of more than 250g
(previously 500g) at any price;

. the carriage of mail by a contractor within and between different parts of
an organisation would be permitted (previously only an employee could do
$0);

. the carriage of mail within a document exchange network would be
permitted (previously the legality of doing so was uncertain);

. businesses would no longer be required to lodge bulk mail at their nearest
post office and would be able to negotiate commercial rates with Australia
Post when they lodge at designated mail centres closer to the locations for
final delivery; and

. outgoing international mail would be deregulated; incoming mail would be
partly deregulated, but private sector international operators would be
obliged to lodge mail into the Australia Post system for domestic delivery.

These reforms were to take effect from 1 July 1994, but the enabling legislation
was not introduced into Parliament until 30 June 1994. The reforms are not
now expected to take effect until late 1994, at the earliest. A review of the
changes is to commence in July 1996 and be concluded before June 1997
(Beddall 1993).

In February 1994, the Federal Minister for Communications and the Arts
announced the acceptance of a recommendation, made by an ALP Caucus
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Committee, on postal services to rural and remote communities (Lee and Woods
1994). The Committee referred to a potential conflict for Australia Post in
obtaining a satisfactory financial result and in fulfilling its community service
obligations. It recommended that, once in the term of a government, the House
of Representatives Transport, Communications and Infrastructure Committee
review Australia Post’s discharge of its community service obligations. The
first such review is to take place in 1995.

In August 1994, Australia Post announced that the standard letter rate of 45
cents has been fixed until at least the beginning of 1997 (Lee 1994¢). This price
freeze implies that by 1997, the real price of posting a standard letter will be
about 12 per cent lower than when Australia Post was corporatised in 1989.

Rail

Rail reform during 1993-94 has been characterised by gradual and piecemeal
adjustments to infrastructure and capital utilisation and the continuing
establishment of the National Rail Corporation (NR). Adjustments to
infrastructure and capitalisation follow in part from the One Nation (Keating
1992) rail infrastructure package worth some $454 million, which aimed to
build on the NR initiative through a targetted capital investment program. By
30 June 1994, nearly all of the money had been committed to infrastructure
initiatives or the provision of new services including:

« standardisation of the Melbourne to Adelaide rail line. Conversion of the
775 kilometre broad gauge track between Melbourne and Adelaide is
scheduled to be completed by mid-1995 and will result in a national
standard-gauge network connecting Brisbane, Sydney, Melbourne, Adelaide,
Perth, and Alice Springs;

- upgrading of Melbourne and Brisbane freight terminals, and a new freight
terminal at Enfield in Sydney; and

» Seatrain services, RoadRailer services, and double-stacking services, with
the associated infrastructure developments (such as the strengthening of
bridges and raising height clearances).

The majority of the One Nation approved projects are directly managed by NR.
Established in February 1993, NR is responsible for the marketing and
managing of all interstate rail freight with the exception of eastbound interstate
freight from Perth. However, NR is negotiating with Westrail to take over this
traffic. NR is now responsible for marketing, terminals (except in Western
Australia), deployment and maintenance of wagons, crewing of trains in the
Melbourne-Adelaide corridor and progressively in the Sydney-Melbourne
corridor.
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A major issue of rail reform in 1993-94 was the control of rail infrastructure by
NR. The Shareholders’ Agreement which established NR provides for the
functions and infrastructure — such as track, signalling, structures and
associated services — to be transferred from rail authorities during the period
1 February 1993 to 31 January 1996. NR is undertaking a due-diligence process
before determining which assets it will nominate for transfer to it.

The National Transport Planning Task Force is reviewing infrastructure issues
for all land-based freight transport and is due to report in 1994. NR is currently
sharing tracks with the various rail authorities. Under this arrangement, the
management and maintenance of infrastructure is still the responsibility of the
individual State rail systems and the Commonwealth-owned Australian National
(AN).

NR'’s enterprise agreement with the ACTU and rail unions (there are now only
two rail unions compared with 30 previously) has reduced job classifications
from more than 2 000 to nine. Since November 1993, NR drivers have been
driving interstate trains, and the Melbourne to Adelaide train has only one
change of crew (four changes were previously undertaken). Because of new
work agreements, NR has been able to achieve productivity improvements at its
freight terminals. For example, the number of containers handled weekly at
NR'’s Dynon Container terminal increased from 300 to 800 between May 1993
and May 1994 even though the workforce was reduced from 70 to 41.

Reliability is an important factor in maintaining and developing a strong
customer base. NR conceded that its trains became less reliable between June
and December in 1993 but attributed this to the poorly maintained locomotives
it inherited.

AN is responsible for rail services in Tasmania and non-metropolitan Adelaide
and continued the significant process of rationalisation that has been underway
for some years. AN staffing was reduced by more than 12 per cent during the
year. The Commonwealth is reviewing the future of AN in the light of the
establishment of NR.

In Victoria, the Public Transport Corporation (PTC) is seeking to reduce deficit
funding and bring itself into line with international best practice. Victoria was
one of the least efficient providers of rail services but has made substantial
progress under its Public Transport Reform Strategy. Like most other States,
Victoria has rationalised its services, contracted out some non-core functions,
and made structural changes to operations. Work practice reforms are expected
to achieve savings of $245 million a year, mainly by the reduction of over-
staffing. PTC staff were reduced by 20 to 25 per cent in 1993-94. As part of
the reform process, some country passenger trains will be privately operated and
buses will replace some country rail services.
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Queensland Rail is rationalising its services (especially country passenger
services), upgrading and replacing rolling stock, and improving infrastructure.
With strong growth in the Queensland mining industry, Queensland Rail is
planning to spend nearly $1 billion to meet this demand. An Export Coal Credit
Scheme is allowing owners of mines to accumulate credits on their exports
railings between 1992-93 and 1994-95. These credits can be used until
2001-02 to receive rebates of up to $1.00 per tonne against export railings from
new mines or mine expansions. Importantly, rail freight rates are now based on
commercial pricing agreements — that is, they do not include an undisclosed
coal royalty.

Queensland Rail has identified several corporate priorities for 1994-95
including: workplace reform, customer service, and information and capital
investment management. Queensland Rail is to be corporatised on 1 July 1995.

The Western Australian transport market has been deregulated. With open
competition from road transport, Westrail’s major reform efforts have been to
position itself in the more competitive market.

In March 1994, the State Rail Authority of New South Wales received the first
consignment of locomotives as part of a $700 million ReadyPower agreement,
under which locomotives will be leased to FreightRail on a per-kilometre-used
basis.

Road transport

The National Road Transport Comimission (NRTC), is responsible for
developing a national approach to the regulation of road transport and charging
for heavy vehicles. This involves recommending uniform or consistent road
transport regulation to the Ministerial Council for Road Transport for adoption
nationally. The reform process has begun to produce benefits through revised
operational requirements to improve productivity such as increased heavy
vehicle combination length.

However, while the need for reforms in road transport has been recognised, the
Commission’s inquiry on petroleum products (IC 1994f, p.230) found that the
pace of reform remains slow and the efforts of the NTRC to advance reforms
warrant greater support from Commonwealth, State and local governments. For
its part, the Commonwealth has enacted two pieces of legislation covering
charges and vehicle operations. However, the implementation of those reforms
is dependent on other jurisdictions.

The approach to reform is for the Commonwealth Government to introduce
heavy vehicle legislation in the Australian Capital Territory (ACT) and for the
States and the Northern Territory to then introduce complementary legislation,
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thereby achieving legislative uniformity. It is proposed that there be six
‘modules’ covering: heavy vehicle charges; vehicle operation; the transport of
dangerous goods by road; vehicle registration; driver licensing; and compliance
and enforcement.

Under the Heads of Government Agreement, all States and Territories have
agreed to adopt the ‘national regulation’ in their legislation and for consistent
regulation to take effect from July 1995. When all modules are operating in all
States and Territories, the parts will be consolidated as the Road Transport Law.

Regulations covering heavy vehicle charges were approved by the Ministerial
Council in December 1993 and will come into effect in the ACT from July
1995. Two other sets of regulation have been agreed to by the Council — the
Road Transport Reform (Heavy Vehicle Standards) Regulations and the Road
Transport Reform (Mass Loading) Regulations.

Although the States and Territories have agreed to adopt national legislation,
some have indicated that they will not do so until New South Wales (NSW) and
Victoria put in place the necessary legislation. This is creating delays and
uncertainty because NSW has linked implementation to funding and operator
accreditation reforms. An early resolution of these problems and the
introduction of legislation is needed if national regulation is to be in place by
June 1995.

Telecommunications

In November 1990, the Minister for Transport and Communications announced
a package of reforms to promote network competition in the
telecommunications industry. The package included limited carrier licencing
arrangements which will apply until 1997. The reform package and associated
developments were discussed in the Commission’s previous three Annual
Reports.

Residential and business consumers have benefitted from the reforms. Austel
has estimated that reductions in Telecom’s prices saved consumers $300 million
in 1992-93 (Lee 1994c). These savings arose from Telecom’s obligation to
meet a price cap and do not include other savings arising from greater
competition in the supply of services exempt from the price cap.

The major development during the past year was the announcement of a review
to determine the regulatory regime that will operate after 1997 (Lee 1994d).
The industry development arrangements applying to telecommunications
equipment have also been modified.
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Review of regulatory arrangements

The starting point for the review of the regulatory regime is the Government’s
commitment to full and open competition after 30 June 1997. The review is
therefore about establishing the appropriate regime for the introduction and
operation of greater competition. Issues to be considered include:

« the relevance of the current carrier licensing scheme post-1997;
« the types of new carriers that might be licensed;
- inter-connect and equal access arrangements;

- consumer and social issues including universal service, privacy and
numbering policy and the future of price regulation, including price caps;

- ongoing industry development arrangements; and

- the development of technology-neutral service regulation and service-neutral
technology regulation including the future role of Austel as a specialist
industry regulator vis-a-vis the Trade Practices Commission (or its successor
body under the Hilmer recommendations).

The review will be conducted within government under the direction of the
Minister for Communications and the Arts. A Telecommunications Advisory
Panel, consisting of industry and consumer representatives, will be chaired by
the Minister and will advise him on issues which arise during the review.

Price discrimination legislation

Telstra (Telecom) offers a number of discount arrangements to business and
domestic consumers such as Flexi-Plans and Strategic Partnership Agreements.
Some of these arrangements technically involve elements of price
discrimination. The Government has introduced legislation to remove doubts
over the legality of such agreements under the Telecommunications Act. Under
the amendments, discount agreements are allowed so long as they are:

- generally available and not narrowly targetted to select business or
residential consumers; or

- if narrowly targetted, based on cost differentials.

The amendments permit the majority of the 2.3 million Telecom Flexi-Plans.
The legislation also provides new powers to Austel to ensure that the benefits of
competition are passed on to all consumers. Austel will have power to disallow
dominant carrier tariffs if| in its opinion, they materially and adversely affect the
development of commercially sustainable competition. The Minister (Lee
1994a, p.1937) has noted that:

this test ... is deliberately different from those applicable under the Trade Practices Act.
This reflects the still developing nature of competition in telecommunications and the
barrier to competition that would otherwise be represented by Telstra’s incumbent
position.
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Service quality monitoring

On 13 April 1994, Austel released a report on Telecom’s handling of certain
consumer complaints. The report “identified a number of serious shortcomings
in Telecom’s dealings with small business customers and in the manner in
which Telecom had gone about resolving complaints” (Lee 1994b). Telecom
substantially agreed with Austel’s criticisms and undertook to implement the
recommendations. The Government announced new guidelines to cover voice
monitoring and/or recording of customer conversations to detect faults.

Industry development arrangements

Two types of industry development arrangements operate specifically in the
telecommunications equipment industry: carrier industry plans and industry
development arrangements for customer premises equipment.

Carrier industry plans

As part of their licence conditions the three carriers — Optus, Vodafone, and
Telecom — are required to submit plans to encourage strategic alliances,
exports, research and development and the use of competitive Australian
suppliers. The Telecommunications Industry Development Authority (TIDA)
reviews the carriers’ performance against their plans and reports to the Minister
for Industry, Science and Technology and the Minister for Communications and
the Arts. Each licensee must make a summary of its plan public. TIDA
evaluation reports are not publicly released.

Industry Development Arrangements for customer premises
equipment

Under the Industry Development Arrangements (IDAs), approved companies
can connect certain customer premises equipment — such as standard
telephones — to the telecommunications network. Details of the scheme were
provided in IC (1992c¢). Points are gained for activity in Australian production,
research and development, and exports. A specified number of points must be
gained for suppliers to continue to have market access. However, since July
1993, companies can be exempted from the points scheme if they join the
Partnerships for Developments Program or participate in Fixed Term
Arrangements. Exemption requires approval from the Department of Industry,
Science and Technology and is handled on a case-by-case basis.

Austel (1994) reports on the performance of exempt and non-exempt suppliers
of customer premises equipment. In the last six months of 1993, there were 35
suppliers to the Australian market — 25 suppliers were endorsed under the

142



Developments in selected industries

scheme and 10 were exempt. Of the $308.5 million total turnover, endorsed
suppliers accounted for $158.8 million and exempt suppliers $149.7 million.

Austel compared the performance of exempt suppliers for the second half of
1993 with the first half of 1993, when these suppliers were not exempt, and
found that turnover and imports had increased, while exports, R&D and local
content levels had declined. It appears that exemption from IDAs has given
these suppliers (largely foreign firms) more flexibility in accessing the
Australian market, at least in the short term. The cellular mobile telephone
market is potentially the most affected as it represents by far the largest part of
exempt supplier turnover.

The Government announced, in documentation associated with Working Nation,
that the IDA scheme will be reviewed in 1994-95.

Water resources and waste water disposal

The Commission reported on water resources and waste water disposal in
September 1992 (IC 1992b). In February 1994, the Council of Australian
Governments endorsed a “strategic framework for the efficient and sustainable
reform of the Australian water industry” (COAG 1994a, p.3). Following its
meeting in June 1993, COAG had established a Working Group on Water
Resource Policy to report on such a framework having regard to the technical
and policy diversity that exists across the States and Territories.

Investment in the water industry in Australia exceeds $90 billion in replacement
cost terms. The Working Group found that reforms are progressing on a
number of fronts, but identified:

. charging practices that result in commercial and industrial users paying
more than the costs of service provision;

. past investments that were sub-optimal from both an economic and
environmental perspective;

. major asset refurbishment needs in rural areas for which adequate
provision has not generally been made;

. impediments to water being transferred to higher value uses;
. service delivery inefficiencies; and

. a lack of clear definition in the role and responsibilities of a number of
institutions involved in the industry.

The Working Group drew attention to the need for an intensive management
effort by all jurisdictions to arrest the widespread degradation affecting the
nation’s water resources. COAG agreed to implement the framework proposed
by the Working Group over a seven year period embracing:
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. pricing reform. This is to be based on the principles of consumption-based
pricing and full-cost recovery, the reduction or elimination of cross-
subsidies and making subsidies transparent where they continue. Details
of specific pricing reforms are in Box E1;

. trading in water allocations or entitlements once the entitlement
arrangements have been settled — by no later than 1998;

. allocating water for environmental benefits, such as to maintain the health
and viability of river systems and groundwater basins; and

. a range of institutional reforms. These include the adoption of an
integrated water catchment approach to water resource management,
separating as far as possible the roles of water resource management,
standard setting and regulatory enforcement by no later than 1998. The
Agriculture and Resource Management Council of Australia and New
Zealand (ARMCANZ) in conjunction with the Steering Committee on
National Performance Monitoring of Government Trading Enterprises is to
further develop comparisons of inter-agency performance.

Other elements of the strategy encompass public consultation and education,
research, strategies for handling waste and storm water in urban areas, and
water-related taxation issues.

Queensland, South Australia and Tasmania endorsed the pricing principles but
have ‘concerns’ on the detail (COAG 1994a).

COAG agreed that the Working Group on Water Resource Policy would co-
ordinate a report to the Council for its first meeting in 1995 on progress in
implementing this strategic framework. Progress in implementing the reforms
will be reported annually to COAG over the following four years, and again at
its first meeting in 2001, by ARMCANZ and Australian and New Zealand
Environment and Conservation Council and, where appropriate, the Murray-
Darling Basin Ministerial Council and the Ministerial Council for Planning,
Housing and Local Government.

Reform programs are being implemented by the States. For example, in New
South Wales the reform of non-residential water charges in metropolitan areas
has concentrated on reducing the cross-subsidy deriving from the property tax
element of those charges. For non-residential properties in Sydney, average
bills in 1994-95 will fall by around 26 per cent from their levels in 1992-93.
Average non-residential charges in the Hunter region will fall by 30 per cent
over the same period (GPTNSW 1994).

In October 1993, the Victorian Government (1993) announced the strategic
directions for its water reform program and established an Office of Water
Reform. Under legislation passed in the Autumn 1994 session of Parliament,
the Melbourne Water Corporation is being disaggregated into five businesses:
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Melbourne Parks and Waterways which began operation on 1 July 1994; three
regional water, sewerage and drainage businesses which will commence
operations on 1 January 1995; and a water headworks business, also to begin
operations on 1 January 1995, which will function as the collector, storer and
wholesaler of water to Melbourne and will also treat and dispose of sewage.
Amendments have been passed allowing the Rural Water Commission to be
disaggregated into five regional retail businesses and a headworks business.

The pricing reform strategies for water and sewerage, implemented by the
Victorian Government on 1 July 1994, will phase in a user-pays system. Over
the next eight years, the variable charge reflecting water usage will be gradually
increased and the cost of service provision based on property value will be
moderated.

Box E1
- Water pricing reforms

COAG (1994a) agreed to adopt, by no later than 1998, charging arrangements for
urban water services which comprise an access or connection component,
together with an additional component or components to reflect usage where this
is cost effective. To assist jurisdictions adopt these pricing arrangements, an
expert group will report to COAG at its first meeting in 1995 on asset valuation
methods and cost-recovery definitions. COAG also agreed that publicly-owned
organisations would aim to earn a real rate of return on the written-down
replacement cost of their assets, commensurate with the equity arrangements of
their public ownership.

Metropolitan bulk-water suppliers are to charge on a volumetric basis to recover
all costs and earn a positive real rate of return on their assets.

For rural water supplies, COAG has agreed that charges and costs should be
_progressively reviewed so that, by no later than 2001, they will comply with the
principle of full-cost recovery, with any subsidies being made transparent. It was
also agreed that, wherever practicable, positive real rates of return will be earned
. on rural water assets by 2001; that future investment will only be undertaken after
appraisal indicates that it is economically viable and ecologically sustainable; and
that where trading in water could occur across State borders, pricing and asset
valuation will be made consistent. - Funds are to be set aside for the future
refurbishment and/or upgrading of government supplied water infrastructure.

ARMCANZ will consider management arrangements for groundwater by early
1995 and report to COAG.
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Waterfront and shipping

In 1989, the Commonwealth Government initiated three-year programs to
reform Australia’s waterfront and shipping sectors. The program for waterfront
reform was formally wound up in November 1992. Over the period of the
program, Australia’s stevedoring workforce declined from around 8 900 in 1989
to around 3 800 in 1992. The Prices Surveillance Authority (PSA 1994d)
estimates that the real price of container terminal services (as measured by
movements in unit revenues) fell by 30 per cent between 1989 and 1993. Real
prices fell by 2 per cent between 1992 and 1993.

In April 1993, the Government extended its shipping reform program for a
further three years. The goals were to reduce Australian crewing levels to an
average of 18 by 1993, and to 16.25 by the end of 1995.

While Australian crewing levels are now below the international average,
Australian coastal shipping costs are still high by international standards. This
is partly because leave arrangements for Australian crews necessitate more crew
to keep an Australian vessel operating — the crew-to-berth ratio is around 2.2
on Australian vessels but around 1.7 internationally. Australia’s major shipping
competitors have access to lower crew costs and lower tax regimes. Despite
recent reforms, the Commission (IC 1994f) found that Australian freight costs
for petroleum products appear to be at least 35 per cent above international costs
for ships of equivalent safety and environmental standards.

The Government’s coastal shipping policy requires that cargo transported
around the Australian coast be carried on Australian vessels with Australian
crews. The 1989 reforms relaxed the coastal voyage permit guidelines: single
voyage permits (SVPs) can be issued when there is a one-off unavailability of
suitable Australian flag vessels and continuing voyage permits can be issued
when there is a lack of suitable Australian shipping for extended periods.

No continuing voyage permits have yet been issued. In 1993-94, 470 SVPs
were issued compared to 88 in 1989-90. However, in its Petroleum Products
report, the Commission found that SVPs were of limited value to operators
wanting to plan ahead. The Commission recommended that the Commonwealth
Government determine the process and timetable for the withdrawal of cabotage
and address safety standards separately.

The Commission (1994f) also nominated the seamen’s engagement system as
another area in need of reform. At present there is a central register and crew
members are assigned to vessels at each port according to a roster. Attendance
money is paid to those available but not assigned. The Commission found that
this system cannot foster a shared interest between employers and employees;
crews have little incentive to ensure that their assigned vessel is competitive;
-and there is little incentive for shipowners to invest in the training of crew
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members. The Commission recommended that shipowners should have the
right to employ crew on terms negotiated under an enterprise agreement.

The Government has not yet responded to the Brazil Review of legislation
affecting Australia’s international liner cargo services. Part X of the Trade
Practices Act provides outward liner shipping conferences with limited
exemptions from the restrictive trade practices provisions of Part IV of the Act,
provided they meet certain obligations such as the inclusion of minimum levels
of service in publicly-registered agreements and a requirement to negotiate with
a designated shipper body over freight rates and other negotiable shipping
arrangements. Inward shipping conferences have the same exemptions without
any obligations placed on them. The Panel, whose report was released in
January 1994, recommended that this exemption remain in place with a limited
extension of obligations to inward services. The Government is expected to
consider the report in October 1994.

At its February 1994 meeting, COAG established a Working Group on Micro-
economic Reform. One of the Group’s tasks was to report to COAG’s August
meeting on detailed proposals for further reform of Australia’s maritime sector.
That report was not considered and is now to be discussed by the Australian
Transport Council at its meeting in October 1994.

Ports

While much of the waterfront and shipping sector has been undergoing reform
on an Australia-wide basis, reform of the services provided by port authorities
has been pursued largely State-by-State. The structures, objectives and
functions of port authorities differ widely between and within the States and
Territories. The Commission (IC 1993c) reported on port authority services and
activities in May 1993. Several States have made or foreshadowed changes in
areas covered by the report’s recommendations.

The NSW Government has announced its intention to corporatise the
Sydney/Botany, Hunter and Illawarra ports. The three ports, which now operate
as subsidiaries of the Maritime Services Board (MSB), will be autonomous
separate State-owned enterprises under the NSW State Owned Corporations
Act. The MSB will be dissolved and a new body, the State Marine Authority
(SMA) will be created to take over the role of the MSB Waterways Authority.
The SMA will oversee regulatory matters, including marine administration,
water safety and boat registration and licensing. Marine safety legislation
which is currently spread over ten Acts of Parliament, will also become a single
Act. For the first time, the commercial functions of NSW ports will be clearly
separated from regulatory functions (Armstrong 1994).
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In Victoria, work is continuing to contract the scope of port authority activity to
core activities. On 10 August 1994, the Minister for Victorian Roads and Ports
announced plans to privatise the ports of Melbourne, Geelong, Hastings and
Portland. The proposals may be fine-tuned and reviewed following public
consultation.

Under the Victorian Government’s preferred option, current users of berthing
and other facilities in the Port of Melbourne will be given a first right of refusal
to purchase those facilities. The Government’s preferred option for the ports of
Geelong, Hastings and Portland is for each port authority to be sold as a single
unit. Assets and activities not required for essential port operations will be
separately sold or divested, as will non-port related assets like the World Trade
Centre in Melbourne. Victoria also has 14 non-commercial ports and these will
be dealt with on a case-by-case basis.

Regulatory functions now being carried out by the port authorities (such as
dangerous goods regulation and pollution control) will be transferred to other
government instrumentalities and the Office of the Regulator-General will be
responsible for maximising market contestability in the ports. Victorian
waterways will remain the property of the Victorian Government, and beaches
and public parks within any port area will not be sold but will be retained as
public assets.

The Ports Corporation of Queensland was established in July 1993 to manage
14 ports which handle around half of Queensland’s export trade by volume. On
30 June 1994, the Port of Brisbane Authority, the Gladstone Port Authority and
the Ports Corporation of Queensland were ‘corporatised’ by the Queensland
Government. The three bodies are now referred to as Government Owned
Corporations, and each will operate under: a Corporation Charter, which is
drawn up and approved by Parliament; and a Statement of Corporate Intent,
which is drawn up by the share-holding ministers of each corporation. In this
case, the share-holding ministers are the Queensland Treasurer and the
Queensland Minister for Transport. The Statements, which are still to be drawn
up, will include details of community service obligations and performance
targets for the corporations.

In July 1994, the South Australian Government announced appointments to a
new South Australian Ports Corporation Board as part of its corporatisation
process for the South Australian Marine and Harbours Agency. Until then,
South Australia was the only State to retain its commercial port operations as a
department of state function. Most regulatory functions were transferred to the
Department of Transport on 1 July 1994 and the Corporation is expected to
manage the States’ ports from November 1994.

An April 1993 report by a Working Party on Tasmanian Port Policy has been
accepted by the Minister for Transport and Works. The major

148



Developments in selected industries

recommendations were to commercialise the various port authorities and to
transfer regulatory functions to a new body.

ANL

The Commonwealth Government first announced its intention to sell a
substantial part of ANL Ltd in the 1991-92 Budget. ANL’s activities
encompass liner and bulk shipping in the coastal and international trades, land-
based transport operations, and ship-management activities. In March 1994, the
Government announced that a due-diligence report would be undertaken to
determine the company’s financial position and value. This report was to form
the basis for the Government’s consideration of sale options. The expectation
was that the sale of ANL would be completed in 1994-95 (Willis and Beazley
1994).

The due-diligence report received by the Government on 20 August 1994
indicated that it would not be practical to attempt to sell ANL and that ANL had
a negative value of between $74.8 million and $117.8 million. The consultants
recommended, in effect, that ANL be liquidated.

The Government, however, did not accept this recommendation and on 22
August 1994 announced the appointment of a new board which has been given
six months to “reconstruct the company in a way which minimises losses to the
taxpayer and strengthens viable parts of the ANL Group” (Brereton 1994a). In
order to ensure ANL continues to trade in an orderly manner, the Government
indicated it would guarantee all ANL’s existing debts and any further capital it
might draw on through its promissory note facility.

Following nationwide industrial action by maritime unions, the Minister for
Transport (Brereton 1994b) announced on 13 September 1994 the terms of the
agreement that provided the basis for a return to work. The Government will
consider exempting from income tax the salary and wage of international
seafarers and a range of other fiscal measures. The unions agreed to consider
negotiating an industrial package including: further reducing crew size and the
crewing factor; passing on the PAYE tax exemption to employers; changing
employment arrangements so that costs match those under company
employment; and reducing training costs.

Subject to party policy and implementation of the industry reforms, the
Government is prepared to establish an open tender process for the sale of ANL.
The unions proposed to develop a consortium to acquire a majority interest in
ANL. If successful, the Government would retain a minority shareholding,
support an employee share ownership plan and guarantee ANL debt on a
transitional basis.
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As part of the Terms of Agreement, the Government also reaffirmed its
commitment:

. that the sale of ANL would be conditional on retention of the Australian
flag, Australian crews and Australian award conditions; and

. to support existing cabotage arrangements and the existing single voyage
permit system.
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Appendix F
Progress on microeconomic reform

Since 1989-90, the Commission’s Annual Report has included a list of
microeconomic reforms undertaken by Commonwealth, State and
Territory governments. This appendix collates the responses from
governments on their microeconomic reform progress in 1993-94.

This appendix is intended as a general overview of the scope and depth of
recent reforms, with particular emphasis on reforms implemented in 1993-94.

The information for this list is provided by Commonwealth, State and Territory
governments in response to a Commission request. The Commission only
conducts ‘light-handed’ checks for consistency (eg whether responses suggest
reforms have been implemented, rather than proposed) and balance in
description. The Commission does not attempt to verify the nature and extent
of the benefits claimed. The information should be viewed in this light.

As in previous years, the material presented has been categorised in the
following sections:

. industry-specific reforms (from p.153);

. general reforms (from p.166);

. labour market reforms (from p.171);

. environmental management (from p.185); and

. government business enterprise (GBE) reform (from p.190).

The general impression that can be drawn is that significant reforms are
progressing on a wide-ranging front.

Some other general impressions from the categories of reform are:

« Industry-specific reform has seen deregulation and restructuring in many

industries such as dairy, tobacco and maize. Reforms have progressed
substantially in the services industry sector.

« In the area of general reform, substantial reforms have been introduced to
improve the accountability of local government. Many governments have
also introduced regulatory reform through re-invigorating regulatory reform
units in South Australia and New South Wales.
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The labour market has seen wide-ranging reform, with significant enterprise
bargaining across most jurisdictions. Industrial relations reform legislation
has been passed in South Australia, Queensland and by the Commonwealth.
Significant reform has also been implemented in vocational education and
training sector with many jurisdictions attempting to make training courses
more responsive to employer needs.

Environmental management reform has seen many governments consolidate
and simplify environmental regulation and legislation.

Government business enterprise reform has involved significant contracting
out. Governments have also undertaken extensive privatisation. In this
sector, it appears that the focus is increasingly on competitive and ownership
reforms.
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Industry-specific reforms

Sector Jurisdiction  Date Nature of reform Significance

Primary industry

Meat SA June 1994  Greater industry participation in maintaining Represents a significant move to industry
meat hygiene standards including the adoption  self-regulation.
of quality assurance programs by meat works
under the Meat Hygiene Act 1994, replacing old
style surveillance.

Qld 1 January  Regulation, the public abattoir system and the ~ The removal of subsidies to the Metropolitan
1994 policy interface with the Government were Regional Abattoir, one of the QAC’s
allocated to separate organisations - the responsibilities, will place the abattoir on a
Livestock and Meat Authority of Queensland, = commercial and competitive basis.
the Queensland Abattoir Corporation (QAC)  public abattoirs pressured to perform.
and a Livestock and Meat Industry Policy
Council respectively. The QAC is restructuring
so as to function on a purely commercial,
unsubsidised basis by 7 July 1996.

Dairy Vic 1993-94 A Code of Practice replaced regulations under ~ Specifies standards which must be achieved
the Dairy Industry Act 1992 to provide quality  but is not prescriptive in how businesses
assurances in the manufactured milk and achieve them. Further deregulation of milk
market milk sectors. pricing in the processor to retailer sectors of

the industry.
Tas 1993-94 Dairy Industry Act 1994 abolished many Enabling the private sector to be more

restrictive features of the industry. Relatively
free entry into value-adding; restrictions on
entry to milk vending abolished.

competitive, and encouraging new entrants
and greater international competitiveness.
Abolished fixing of retail prices.




Industry-specific reforms (continued)

Sector

Jurisdiction

Date

Nature of reform

Significance

Fishing

Sugar

Grains

121

Tobacco leaf

Qld

Joint

Qld

Qld

Qld

Vic

June 1993

1993-94

1994

1 July 1994

1 March
1994

June 1994

Rationalised licences required in the buying and
selling chain of fish products.

Tri-state Southern Rock Lobster Management
Group established.

Pool price differential reduced from 12% to
10% for the 1993 crushing season, to 8% for
1994 and to 6% for the 1995 and 1996 seasons.

New legislation rationalised four statutory
bodies into one organisation — GRAINCO.

All assets, liabilities, and obligations of the
Atherton Tableland Maize Marketing Board
vested in the Athmaize Producers’ Co-operative
Association Ltd.

Deregulated and restructured tobacco growing
into a more commercially responsive and
competitive industry by: retiring up to a third of
the tobacco quota; repealing leaf marketing
legislation; and abolishing the Victorian
Tobacco Leaf Marketing Board and transferring
assets to a new grower cooperative to market
tobacco leaf on behalf of growers.

Reduces the costs of operating seafood retail
outlets. Eliminates duplication with other
agencies responsible for food retailing.

Ensures consistent and co-ordinated
management of the fishery in Tasmania,
South Australia and Victoria.

Reduces the disincentive effect on new
producers entering the industry and will allow
a more rapid expansion to be achieved.

Industry restructuring, move to freely
competitive market, transitional period for
statutory powers to cease.

Total deregulation of the maize industry on
the Atherton Tablelands.

More efficient link between growers and
market demands for the quantity and quality
of tobacco leaf, resulting in more efficient
production and marketing of Victorian
tobacco leaf. Movement of tobacco growing
land into other agricultural enterprises is
expected, allowing more efficient deployment
of capital and labour within the economy.
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Melbourne Market
Authority

Forestry

Mining and mineral
exploration

Non-coal mining

Petroleum

Vic December
1993

Vic 1994

Vic 1994

Vic 1993-94

NSwW September
1994

SA 1994

Melbourne Market Authority replaced the
Market Trust. Prohibition on establishing
competing markets within 50 km of the
Melbourne Wholesale Fruit and Vegetable
Market abolished.

Trial of contract logging by tender.

Introduced full cost recovery for forest
utilisation roads.

Amendments to the Mineral Resources
Development Act 1990 refined the approvals
processes for exploration by removing
exploration from the planning requirements of
legislation and removing the consent
requirement for access to 40% of Victorian
Crown land.

Introduced simplified, non prescriptive mine
safety regulations.

Adopted a system of regulation of petroleum
exploration and production based on specifying
industry objectives and standards rather than
work practices.

Market users will benefit from the strong
business focus of the new Melbourne Market
Authority. Abolition of the 50 km rule will
encourage improved resource allocation in the
establishment of marketing services.

Facilitates improved logging industry
rationalisation and efficiency by providing
three year minimum contracts and greater log
volumes per contract.

Full cost recovery applied against forest
utilisation roading levy, eliminating previous
subsidy.

Provides access to land for exploration and
expenditure approval process, giving Victoria
an opportunity to compete for exploration
investment.

Enhanced flexibility provided by the new
regulations should encourage site ownership
of responsibility for mine safety and
improved mine safety performance.

Represents a move to less prescriptive
regulation, encouraging innovation and
efficiency in operations, pursuant to the
Petroleum Act 1940.
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Industry-specific reforms (continued)

Sector Jurisdiction  Date Nature of reform Significance

Manufacturing

Petrochemicals C’wealth May 1994  Petrochemical and Polymer Industry Identifies ways to reduce construction by

Construction Costs Project established as a improving practices associated with contracts,

collaborative effort between Government, partnering, workplace reform and

industry associations, petrochemical firms and  procurement. Overall goal is to decrease

unions. costs, improve productivity and
competitiveness of industry.

Motor vehicles C’wealth May 1994  Automotive Industry Authority abolished. Move from monitoring the performance of
industry restructuring to a relationship with
industry aimed at improving skills and
technology access and removing the
impediments to competitiveness associated
with market access, regulatory imposts and
standards.

Services — transport

Ports SA 1993-94 Restructured port pricing policy in the Marine ~ Navigation service charge reduced by 10%

and Harbours Agency to reflect underlying and wharfage charges on containers by 5%,
costs. effective from 1 January 1994.
Shipping C’wealth May 1994  Extended funding for the Shipping Industry Aiming to promote a more flexible and

Reform Authority so that it could progress
further reform, including crewing reductions
and training and employment issues.

efficient shipping industry, in the context of
an increasingly open and competitive
Australian trading sector.
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Roads

Road construction

Buses

Rail transport

C’wealth

Vic

Tas

ACT

Vic

Qld

Vic

Tas

January
1994

December
1993

1993-94

1994

1993-94

Ongoing

April 1994

June 1994

Rationalised road funding responsibilities and
untied road funding to States. From 1 January
1994, the Commonwealth’s funding
responsibility is confined to the National
Highway System. Rationalising road funding
responsibility involves a $350m a year transfer
of funding from special purpose funding for

roads to identified general revenue assistance to

the States.
Introduced revised heavy vehicle charges.

Introduced a permit system for certain
additional categories of vehicles to operate in
Tasmania at fees equal to NRTC fees less
current Tasmanian motor tax.

Participated in the development of legislation
for a National Scheme for Heavy Vehicle
Registration Charges.

Introduced industry self regulation in the supply

of precast components.

Introduced contracts and restructured QT’s
District Operations facilitating a substantial
move to competition, with a milestone for open
competition in December 1995.

Implemented a self-regulated bus maintenance
system.

Phase two of the removal of fees paid by road
transport operators carrying bulk cargoes in
competition with rail. Fees to be eliminated on
30 June 1995.

Clarifies the respective responsibilities of
governments in road funding and improves
accountability in the way funds are spent.

More consistent and equitable charging for
freight operators.

Allows Tasmanian industry access to the
same road transport efficiencies as are
available in mainland Australia, ahead of the
NRTC national system.

Allows a single registration regime for heavy
vehicles Australia-wide which reflects
collective road costs.

Reduced delays and compliance for industry
and for VicRoads through direct enforcement.
Estimated efficiency gains in 1993-94 are in
excess of $80m.

Reduced delays and compliance costs for
industry and enforcement costs for Vic
Roads.

Reduced the costs for bulk cartage of coal,
logs, cement and super phosphate by road.
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Industry-specific reforms (continued)

Date

Nature of reform

Significance

Sector Jurisdiction
Qld

Hire vehicles Qld
Vic

Ongoing

Ongoing

December
1993

Finalised review of export coal rail freight and
royalty arrangements. Announced higher coal

royalties, and reduced rail freight charges based

on commercial pricing principles.

Private Vehicle Hire (PVH) licences available
on demand and sold at a price reflecting the
current market value of licences sold in each
district (calculated as the simple average of the
last five sales of PVH licences by private
sellers); PVH area boundaries to be phased out
over time; PVHs to provide services in the rank

market (eg airports and hotels); and luxury taxis

to quote a fare to customers whilst PVHs to set
fares above the level of the equivalent taxi fare.

Removed restrictions on some hire vehicle
categories.

Realistic uniform returns to the State through
an open and market-responsive royalty
system. Removal of distortions to industry
caused by the previous differential royalty
arrangements and non-commercial rail freight
regimes. Real and sustainable efficiency
gains in the rail transport of coal, with the
gains shared between coal exporters and QR.

Improved customer service and safety
standards. Removing the restriction on the
number of PVH licences will free up the
resources that have been tied up in high
licence values, as licence values fall over
time, thereby improving the efficiency of
resource allocation.

Increased entry into selected markets,
enabling greater competition and improved
service delivery for customers.
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Services — other
Health

SA

ACT

Vic

Vic

June 1994

Ongoing

1993-94

1993-94

Government endorsement of Casemix funding

system to commence early July 1994, involving

funding allocations based on the level of
services provided, while also reflecting fixed
costs.

Joint provision of health services with NSW.
Casemix funding policy of public hospitals

further developed to include minor capital
works.

Implemented needs-based, purchaser-provider
funding for mental health services.

Increased incentive for productivity
improvement, producing savings by
increasing efficiency while maintaining
output. Expected reduction in waiting lists
for elective surgery accompanying improved
provision of health services.

Rationalisation of regional health services
eliminating duplication and increasing the use
of facilities.

Hospitals now receive capital funding linked
to the number and type of patients treated
under the casemix funding system. Provides
a transparent formula thus allowing hospital
management the flexibility to purchase
equipment without government involvement.

Reallocated resources to promote more
equitable access to services across geographic
areas and needs-groups. Global regional
budgets will fund populations rather than
specific facilities. Services will be purchased
from a hospital or non-government
organisation, or provided directly by the
Department of Health and Community
Services.
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Industry-specific reforms (continued)

Sector

Disability services

Tas

NSW

Tas

Tas

Tas

Vic

July 1994

Ongoing

May 1994

July 1993

Feb 1994

1993-94

Privatised the Douglas Parker Rehabilitation
Centre — transferred the Centre to
Rehabilitation Tasmania.

Hospital support activities exposed to
contracting and market testing in recent years
include: cleaning; linen services; catering;
grounds and gardens; engineering and
maintenance; porterage; transport; inventory
and warehousing; and administration and
computer information systems.

Privatised the Spencer Nursing Home —
transferred 60 nursing beds to the non-
government sector (Conform Pty Ltd).

Privatised pathology services - transferred
North West public pathology services to
Coastal Diagnostic Services.

Privatised the Central Linen Service —
transferred the public laundry facility to Top
Centre Laundry.

Implemented output based funding framework

for adult support in disability services based on
a client’s assessed needs.

Commercial operator replaced State
Government provision. Projected savings in
future capital-replacement overhead costs.

Contracting and market testing in the
provision of Area Health Services has
resulted in savings of some $80m a year over
the past four years.

Commercial operator introduced into the
market.

Reduces cost to government in both capital
and recurrent costs. Removes duplication of
services in a smaller population, with viability
and unit cost advantages.

Consolidated operations between public and
private sectors. Projected savings in future
capital-replacement overhead costs.

Client needs are assessed individually, and
agency funding is then determined using
benchmark unit costs. A more accountable
and client focussed framework links the level
of agency funding to the needs of the clients
and the services provided.
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Education Vic 1993-95
Vic 1994
Corrective services Vic June 1993
NSwW April 1993
Emergency services NSW 1993-94
Water C’wealth February
1994

Introduced Schools of the Future program for
government schools.

Contracted out services and functions deemed
to be outside the core business of the
Directorate of School Education.

Corrections (Management) Act 1993 provides
for the contracting of corrective services
through open tendering.

Junee Correctional Centre, the State’s first
privately managed correctional facility
commenced operations. The facility
accommodates up to 600 inmates.

The State Emergency Service contracted out a
number of functions including: maintenance of
property assets, equipment, and computers;
printing; vehicle leasing; staff development
training; and financial advice.

COAG endorsed a strategic framework for the
efficient and sustainable reform of the
Australian water industry, and agreed to its
implementation. A progress report on
implementation is to be provided to the first
COAG meeting in 1995, with further progress
reports to be prepared annually over the
following four years.

Improved efficiency and effectiveness in
delivery of education programs and use of
resources because of devolution of
responsibility, authority and accountability to
school level from education bureaucracy.

Improved efficiency and effectiveness in the
provision of a range of services.

Injects competition into corrective service
provision by enabling services to be
contracted to the private sector and
establishing privately operated prisons.

Has lowered cost to government of providing
a large new correctional facility and has
enabled a number of more costly prisons to be
closed or downsized.

Estimated savings of $70 000, allowing
purchase of additional rescue equipment for
the Volunteer Service.

The framework embraces pricing reform
based on the principles of consumption-based
pricing and full cost recovery, reducing or

_ eliminating cross subsidies, and making

subsidies transparent. It also involves
clarifying property rights, allocating water for
environmental purposes, trading
arrangements for water and institutional
reform.
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Industry-specific reforms (continued)

Finance

Qld

SA

Vic

Ongoing

June 1994

October
1993

A national, uniform system of regulation and
prudential supervision of non-bank financial
institutions (limited to permanent building
societies and credit unions at this stage) with a
single national co-ordinating and standard-
setting body (Australian Financial Institutions
Commission) commenced operations on 1 July
1992.

The Scheme’s legislation is subject to ongoing
review. Amendment Acts commenced on 1
July 1993 and 1 July 1994.

Legislated to support the development of
uniform national regulation covering consumer
credit together with a code of conduct for the
banks.

The Credit (Administration) (Amendment) Act
1993 replaced the licensing system for credit
providers with a registration system.

The Scheme has delivered a national, uniform
system of regulation and prudential
supervision of permanent building societies
and credit unions, with all costs of
supervision borne by industry.

The prudential scheme of supervision
represents a significant shift in emphasis from
the highly prescriptive nature of the previous
legislation.

Develop an open, informed market for
finance products with appropriate and
uniform national rules to reduce industry
compliance costs.

Removes entry restrictions to the credit
market. Lowers the costs to industry for
licensing applications, while retaining high
standards of consumer protection.
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Legal services

NSW

Vic

July 1994

July 1993

Legal Profession Reform Act 1994 commenced
on 1 July 1994. Removes restrictive practices
within the legal profession (eg abolishes
provisions that discriminate between solicitors

and barristers, barristers allowed to accept work

directly from clients without the need for a
solicitor’s intervention).

The complaints system has been reformed to
streamline disciplinary procedures and to place
an increased emphasis on mediation and an
independent Office of Legal Commissioner
established to handle complaints against
lawyers.

The Act introduces a system that promotes full
and effective competition and provides greater

information to consumers so that they can make

informed choices. All lawyers, including
barristers, are required to disclose the cost of
their services, or an estimate of costs, before
providing services.

Victorian Government Solicitor’s Office

introduced fee-for-service and competition with

the private sector for all legal work undertaken

for Departments and outer budget agencies save

for constitutional/legislative challenge or in
respect of matters-of special importance to the
State.

Purpose of the reforms is to create a more
competitive market for legal services
balanced with appropriate client protection.
Legal costs should fall due to the removal of
restrictive work practices that created a costly
and often cumbersome legal system. In
addition, the full and frank fee agreements
between lawyers and clients will increase
price competition between lawyers and hence
will tend to lower legal costs. A system for
ongoing review of the profession’s regulation
will be implemented.

Provides a competitive environment for the
delivery of cost efficient legal services to the
Government. By providing services at
equivalent or near equivalent to scale fees, the
VGSO is creating a downward pressure on the
cost of legal services to the wider community.
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Industry-specific reforms (continued)

Sector

Housing

Public housing

Vic

Vic

Vic

1993-94

1993-94

1993-94

Ongoing

Ongoing implementation of major changes to ~ More efficient and accountable delivery of
the structure and functions of the Department of housing programs.
Housing include: separating policy and

operational functions through establishing a

separate Ministry to provide policy advice;

establishing semi-autonomous Regional

Housing Offices with flatter organisational

structures; land banking and land development

activities placed on an autonomous commercial

footing from July 1993; home lending activities

separated from the Department from July 1993

by establishing an independent Home Purchase

Assistance Authority; a Production Services

Business Unit created to function on a

commercial basis selling services to regions,

and after two years to function on a fully

competitive basis; a small service-oriented

Head Office created.

Commercialised operations by placing property Reduction in costs and improved efficiency.
services on a fee-for-service basis. Housing Ability to benchmark costs of services against
estate gardening and cleaning services other similar organisations.

contracted out.

Identified ownership of assets and introduced ~ Ensures demonstrated return on assets and
market leasing of stock. decisions on stock put within a commercial
context.

Identification and costing of community service Improved transparency and accountability.
obligations



°1¢]

Real estate

Building

Trading hours

Accommodation

SA

Vic

Qld

Tas

May 1994

December
1993

16 May
1994

1993-94

Legislated to support both the move from

positive to negative licencing of land valuers,
and the change in approach from licencing of
land agents and conveyancers to registration.

Building Act 1993 reformed the building
permits process; provides a private sector

alternative to the council-based system together

with liability reforms.

The Trading Hours (Allowable Hours)
Amendment Act 1994 liberalises trading hours
on Monday to Saturday and for tourist areas.
The Queensland Industrial Relations
Commission remains as the independent

tribunal determining trading hours outside those

prescribed in the legislation and for tourist
areas.

The number of individual minimum standards
applying to various classes of accommodation
has been reduced from seven to four. Some of
the requirements applying to operators have
been relaxed, particularly for small bed and
breakfast operators.

Avoids the expense of positive licencing
while offering the same protection to
consumers. The more streamlined and
efficient process of registration reduces costs
and thereby releases resources to allow
increased funding of education, enforcement
and information provision.

Promotes efficiency through private sector
competition in the building permits system.
A fairer deal for insured building
professionals by eliminating the deep pocket
syndrome for claims for faulty building work.

Recognises the link between trading hours
and enterprise bargaining; removes the
requirement to obtain a permit to operate a
fete; and provides protection in the Retail
Shop Leases Act to protect the rights of
retailers from being forced to trade
unreasonable hours and from incurring
additional outgoing costs; gives Queensland
consumers and tourists greater choice.

The altered standards will allow operators to
be more competitive.
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General reforms

Sector Jurisdiction  Date Nature of reform Significance
Regulatory reform  Vic Ongoing Ongoing program of sunsetting regulations at A major disincentive to poorly justified
ten-yearly intervals.- Replacements must meet  regulation. In addition, 15-20% of regulatory
‘sunrise’ tests including cost/benefit assessment proposals are typically amended during the
and consideration relative to alternative course of the ‘sunrise’ process. Estimated
measures. benefits in the range of several hundred
million dollars over the life of the regulations.

SA May 1994  Deregulation unit established within the Acts to reduce the regulatory burden imposed
Department of the Premier and Cabinet to on private enterprise, leaving appropriate and
review, condense and simplify regulatory effective regulatory controls in place.
controls and to eliminate unnecessary controls,
while also providing advice on industry self-
regulation.

NSW 1993-94 Established a Regulatory Review Unit directly  The unit will coordinate future regulatory
responsible to the Director-General of the review and reform to ensure consistency in
Cabinet Office following an inquiry into Red the Government’s approach to regulatory
Tape. action.

Qld Ongoing The Systemic Review of Business Legislation =~ The savings arising from the review program
and Regulations in Queensland requires that include reduced compliance costs and
business is consulted on each regulatory regime efficiencies through the removal or
that impacts on it. streamlining of regulations. To date, the

preliminary total savings to business have

been estimated at $6.7m; to Government

$28.5m; and to the community, $230m.
Taxation C’wealth May 1994 Reduced the tax rate on Pooled Development ~ Overcomes market failure in the provision of

Funds, effective from 1 July 1994.

patient equity capital to small and medium
enterprises.
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Infrastructure
development

C’wealth

C’wealth

Qld

C’wealth

August
1993

August
1993

8 June
1994

March
1994

Increased tax rate on the life insurance and
other similarly taxed business of friendly
societies and other registered organisations.
Effective from 1 July 1994.

Removed exemption from taxation for credit
unions, with effect from the 1994-95 income
year. Some transitional arrangements for small
credit unions.

Abolished stamp duty on debentures issued by
financial institutions (whose sole or principal
business is the provision of finance to the
public) and their related corporations, and the
trust deed and security documents underlying
such issues.

Loan Council agreed on guidelines for the Loan

Council classification of public infrastructure
projects with private sector involvement. The
new guidelines were released publicly after the
March 1994 Loan Council meeting.

To ensure that these businesses are taxed on
the same basis as equivalent businesses
undertaken by life insurance companies.

Ensures that these businesses are taxed on the
same basis as equivalent business undertaken
by other financial institutions.

Will remove a barrier to competition — the
traditional fund raising methods of banks,
credit unions and building societies do not
attract stamp duty.

Aims to remove Loan Council considerations
from governments’ decisions to involve the
private sector in public infrastructure projects
and to increase the transparency of the
underlying financial arrangements. By
counting only government exposures to such
projects for Loan Council purposes (risk
weighting), and by reducing private sector
uncertainty about policy in this area, private
sector involvement is likely to be further
encouraged where it brings tangible benefits
in terms of efficiency and expertise.
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General reforms

Sector

Trade

Local government

C’wealth

Vic

Vic

NSW

Tas

Jurisdiction Date

(continued)

May 1994

1994

1993

1993-94

Jan 1994

Removal of Developing Country preferences
from all but the poorest of Australia’s trading
partners will be phased in along with the
schedule of tariff reductions.

The Local Government (Competitive
Tendering) Act 1994 phasing in over three
years.

The Local Government (Miscellaneous

Amendments) Act 1993 requires Municipal

Councils to have a Chief Executive Officer and
to appoint all senior officers on performance

based contracts. Designated positions requiring

specific qualifications for particular senior
positions in local government have been
abolished.

Implemented significant reforms to the
operations of local government arising from the

Local Government Act 1993. For example,
NSW councils produced their first Management

Plans and Annual Reports under the new Act.
The management plans establish financial,
management, reporting and performance
targets. Councils report progress against these

targets in their Annual Reports.

Commencement of the Local Government Act
1993, which provides a comprehensive new
framework for Local Government.

Will reduce distortions in market access for
importers, while acknowledging the benefits
these and other countries receive from
Australia’s unilateral tariff reform.

Promotes cost efficiency and accountability.
Obliges Councils to define service benefits
and ensures that the process and outcomes of
decision making are transparent.

Several measures to improve efficiency and
effectiveness. Removal of barriers to entry in
employment has extended the flexibility and
skills of staff available to local government.
Meets mutual recognition requirements.

NSW local governments are adopting more
efficient management practices and are more
accountable for their performance.

Emphasises improved management and
community accountability. Requirements for
strategic planning and appropriate reporting
provisions are included.
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Planning

Police

Information
technology

Qld

Tas

Vic

Vic

SA

Vic

Ongoing

Jan 1994

1993-94

July 1993

1994

1993

New administrative structures and

arrangements implemented to expedite land and

building approval decisions and better utilise

resources. Reviews have been completed in six

Queensland Local Governments.

Commencement of the Land Use Planning and
Approvals Act 1993.

Progressive implementation of policy of
charging for provision of necessary Victorian
Police services.

Contracting out of Victorian Police aircraft
function.

Office of Information Technology established
to implement IT reforms, including the
outsourcing of IT services in both large scale
and local processing, and in data network
management. Approval also given to issue
licences for whole of government IT services

and systems, to create standard financial, office,

and human resource management systems.

Established a target of 70% for the outsourcing
of all the IT functions of the Victorian
Government budget sector.

Removal of unnecessary requirements such as
bonding of development approvals and
duplicated checking of applications.

Implements new streamlined planning and
development assessment processes, including
time limits, at the local level. Includes a
single approvals system, which will enable
the integration of a number of separate
approvals.

Allows Victorian Police to recoup greater
portion of cost for services. Reduces demand
for police services through more efficient
planning of events.

Reduces cost of providing this service.

Improves delivery of services to the general
public and achieves improved cost
effectiveness of government IT services,
while also promoting development of the IT
industry through the outsourcing of IT
services and systems.

Forces the definition of services levels and
measurement of costs against service levels,
leading to a cost competitive environment for
the provision of government IT.
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General reforms

Secto

(continued)

Competitive
tendering/
contracting out

Venture capital

NSW

WA

Vic

NSW

Qld

1993-94

November
1993

1993-94

1993-94

1994

NSW Government released its ‘Contracting and

Market Testing Policy’ to encourage the
adoption of contracting in the public sector and
to ensure a consistent and appropriate approach
is adopted.

Instruction circulated to all public sector
agencies to identify and pursue opportunities
for letting services to competitive tender.

Contracted out ancillary functions of the
Department of Conservation and Natural
Resources.

Department of Minerals Resources contracted
out its corporate support services to other
government agencies including the Office of
Energy.

The Queensland Government’s Venture Capital
Fund (VCF) wound-up; private sector market-

enhancing initiatives developed with conceptual

input, support and minor seed funding from
Government. Series of Government organised
seminars throughout the State, with private
sector speakers on sources of VDC and
requirements of VDC suppliers.

To ensure best value for the taxpayer dollar
through the discipline of competition; expand
servicing in priority areas; focus organisations
more clearly on meeting community needs
through clearer specification of outputs and
more independent monitoring of results; and
greater flexibility to address changes in
demand for services and activities.

Competitive tendering, in tandem with
contracting out, can improve efficiency and
effectiveness of public sector provision and
provide substantial savings to government.

Outside competition for service contracts will
ensure cost effectiveness.

Achieved cost savings by avoiding
unnecessary duplication.

Focus on market-based, commercially viable
private sector solutions to the supply of VDC,
with Government adopting a catalytic role to
help overcome lack of information and reduce
search and transaction costs. Immediate
outcomes are increased presence of interstate
capital suppliers, development of networks
and several VDC deals.
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Labour market reforms

Nature of reform

Significance

Sector Jurisdiction  Date
Industrial relations C’wealth March
1994
C’wealth March
1994

Industrial Relations Reform Act 1993 came into
effect. Main reforms include: clearer
separation of enterprise bargaining stream from
awards; enterprise flexibility agreements
allowing agreements reached directly between
employers and their employees; industrial
action permitted during formal bargaining
period for single business certified (union)
agreements only; secondary boycott provisions
modified; the Commission’s power to order
parties to bargain in good faith; and the
introduction of the Industrial Relations Court.

The Act also includes: the strengthening of the
award system as a safety-net to underpin
enterprise bargaining; the review of awards
every three years; and access to minimum
entitlements in the areas of wages, equal
remuneration for men and women, parental
leave and termination of employment.

Encourages and facilitates enterprise
bargaining, especially at the enterprise level;
increases productivity and flexibility at the
workplace; promotes the efficient conduct of
negotiations; allows a wider range of
enterprises access to enterprise bargaining
including corporations with few or no union
members; and encourages conciliation in the
resolution of disputes while maintaining
appropriate remedies.

Encourages awards to become more
streamlined and modern, with detailed
prescription about the organisation of work
increasingly being a matter for agreements,
while maintaining a secure, consistent and
relevant safety net of awards Ensures there is
an effective benchmark for the ‘no
disadvantage’ test in enterprise bargaining;
maintains relativities between awards;
ensures access to key minimum entitlements
based on international conventions Australia
has ratified.
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Labour market reforms (continued)

Sector

Industrial relations

Jurisdiction

C’wealth

Qld

Date

May 1994

30 March
1994

Nature of reform

Refocussed the Workplace Reform Program to
promote the spread of enterprise bargaining in
the Federal Industrial Relations system.

The Industrial Relations Reform Act 1994:
provides for minimum entitlements to apply to
all employees (award or non-award) in the

State, mirroring the Commonwealth legislation;
promotes bargaining and facilitates agreements;

introduces the new concept of enterprise
flexibility agreements; fine-tunes the previous
legislation in relation to the amalgamation of
industrial organisations; and allows for the
authorisation of Commonwealth and State
Industrial Inspectors to perform dual functions
for either the Commonwealth or the State.

Significance

Increased co-operation, productivity and
flexibility at the workplace. Assists in
meeting Government’s target of employees to
be covered by direct bargains by the end of
1996.

Employers only have to deal with one set of
laws and procedures for employees in the
same workplace. Minimum entitlements for
all employees sets in place the safety net on
which enterprise bargaining can progress.
Safeguards the working conditions of
employees. Encourages workplace
bargaining that is directed at increased
productivity, continuous improvement in the
workplace, best practice and increased work
satisfaction and career opportunities through
the use of certified agreements and enterprise
flexibility agreements. Facilitates the
amalgamation of unions where there has been
an amalgamation of the counterpart federal
organisation. Use of certified agreements and
enterprise flexibility agreements for union
and non-union employees to enter into
agreements at the workplace level.
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Enterprise
agreements

SA

SA

ACT

WA

Qld

Qld

Qld

May 1994

1993-94

1994

December
1993

August
1993

September
1993

June 1994

Employee and Industrial Relations Act 1994
gives employers and employees freedom of
association and encourages workplace
agreements and enterprise bargaining, whilst
offering a safety net of minimum conditions to
employees.

Enterprise agreements established by the
Electricity Trust of South Australia (ETSA) at
the local level led to a number of further
workplace reforms.

ACTION (urban transport GBE) established an
enterprise agreement.

Workplace Agreement Act 1993 introduced a
framework for preparing individual and
collective employment agreements in tandem
with the existing award system.

Approved a policy framework for implementing

enterprise bargaining throughout the
Queensland public sector.

Workplace Reform Unit established to
encourage and promote widespread acceptance
and understanding of enterprise bargaining by
the private sector and to facilitate its
implementation.

The Enterprise Development Agreement which

covers Regional Harbour Masters, marine pilots

and boat crew employed by Queensland
Transport, will provide a major boost to
productivity in marine operations.

Improved industrial efficiency and flexibility,
enterprise agreements encouraged and
increased flexibility in awards.

Workforce productivity has improved and
many restrictive work practices have been
discontinued.

More flexible work hours. More efficient use
of staff.

Provides improved flexibility in the labour
market through an enterprise-based
bargaining system with the aim of increasing
organisational efficiency.

Offers an opportunity to link wage increases
to productivity improvement at the enterprise
level through workplace reform and the
adoption of best practice.

A key initiative in promoting enterprise
bargaining and workplace reform to the
private sector.

The Enterprise Development Agreement is
expected to result in direct benefits to the
Government of $3.8m a year and facilitate
overall productivity benefits to the State of
over $113m. Other benefits are a more
productive, flexible and motivated workforce
with better trained personnel.
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Labour market reforms

(continued)

*»

Nature of refor

nifi

NSwW

NSwW

NSW

1993-94

November
1993 &
June 1994

March
1994

1993-94

As at June 1994, about 140 000 State public
sector employees were covered by enterprise

agreements including those in health, education

and transport. Negotiations took place with
unions on flexible work practices that facilitate
the workforce participation of employees with
family responsibilities.

The extent of enterprise bargaining in the

private sector has increased significantly. As at

30 June 1994, there were 664 Agreements
covering 63 650 employees compared with 153
Agreements covering 8 754 employees at 30
June 1993.

Zoological Parks Board has two enterprise
agreements in place, one covering Works and

Trades staff at Western Plains Zoo (commenced

in November 1993) and one covering Works

and Trades staff at Taronga Zoo (commenced in

June 1994). Negotiations on agreements to
cover other staff are continuing.

Enterprise agreement covering the State mail
service’s 150 staff commenced in March 1994.
Department of Water Resources agreed on an
enterprise agreement to cover all salaried staff.

Aim is to promote a new industrial relations
system in NSW which will achieve greater
productive efficiency and better levels of
industrial harmony within individual
enterprises.

Significant cost savings for the Board arising
from the breakdown of demarcation barriers
and greater work flexibility.

Increased labour productivity, reduced labour
costs, more efficient organisational structure.

More productive workforce.
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NSW

NSW

NSwW

NSW

NSW

November
1993

June 1993
& Feb
1994

1993-94

1993-94

June 1994

Enterprise agreement reached with SRA staff
and unions at the Xplorer Maintenance Centre
for a two year contract to maintain Xplorer and
Endeavour diesel rail cars.

State Rail Authority introduced industrial
agreements at the Port Waratah and Port
Kembla one spot maintenance centres.

Enterprise agreements negotiated for Sydney
and Newcastle bus employees and Sydney and
Newcastle ferry employees.

Public Works reached an enterprise agreement
with its construction wages staff.

Pacific Power implemented a Corporate
Enterprise Agreement covering all employees.

Savings of $960 000 a year. Number of job
classifications reduced from 14 to four.

Number of job classifications reduced to one
and productivity increased by over 600%.
Will substantially reduce wagon maintenance
costs and increase wagon availability.

Bus employees: reforms relate to customer
satisfaction, and staff competencies and
development. Ferry employees: reforms
relate to an aggregate wage which eliminates
overtime payments, allowances and annual
leave loadings, career development,
benchmarking of repair time and costs.

Eliminates award differences which impede
working efficiency; facilitates multi-skilling
and improved career path by bringing all
tradespersons, labourers, and construction
supervisors under a single merit-based
classification structure; and provides for the
testing of a performance management system.

Improved and flexible working arrangements
to increase organisation efficiency.
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Labour market reforms (continued)

Sector

Jurisdiction

NSW

NSW

Date

December
1993

Ongoing

Nature of reform

Maritime Services Board implemented an
enterprise agreement covering all employees
except Senior Executive Service officers and
First Class Marine Pilots. Consists of a core
agreement applied throughout the MSB, with
specific operating arrangements for the four
MSB subsidiary authorities and corporate
divisions.

Enterprise agreement covering the Property
Service Group commenced in mid July 1994.
Agreement involves: re-evaluation, re-
specification and upgrading of positions;
improved opportunities for formal and on-the-
job training; and a performance management
system.

Significance

The agreement: replaced 40 different awards;
reduced staffing levels from 1 081 to 700 at
30 June 1994 through early retirements and
voluntary redundancies; amalgamated
additional payments, disability allowances
and annual leave loading into an annualised
salary; reclassified over 1 200 salary points
into 9 Maritime Officer levels with 79 salary
points; improved productivity through job
redesign, multi-skilling, and introduced a
performance management system; introduced
an employee participative management style;
significantly reduced sick and accident leave
and time lost due to industrial disputes; and
includes productivity measures as a basis for
further wage progression.

Enhance the performance of the Property
Service Group through ongoing development,
attraction and retention of appropriately
skilled staff.
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Award
restructuring

NSwW

NSwW

NSwW

NSW

1993-94

June 1994

Jan/Feb
1994

May 1994

The Ministry of Education and Youth Affairs
and the NSW Board of Studies successfully
negotiated an enterprise agreement with the
NSW Teachers Federation. The agreement

covers 80 officers attached to the Board and the

Ministry.

Introduced a new enterprise agreement for The

Environment Protection Authority which builds

on achievements of the first enterprise
agreement, eg, single classification system,
performance management system, and staff
development and training.

Department of Health negotiated enterprise
agreements for nurses within the framework of
a Heads of Agreement with the Nurses’
Association.

Water Board and its employees’ unions have
agreed to a new award that covers all
employees, both white and blue collar.
Features include: one class of employee and a
single salary scale; removal of 236 wage
classifications; common conditions of
employment; rolling of most existing
allowances into base rate incomes; and job
evaluation and performance management
systems spread to all employees.

During the life of the agreement the parties
will negotiate a single classification and
salary structure to provide greater flexibility
in work organisation, consistency between
positions and savings in administration.
Efficiencies will be achieved through the
introduction of performance management and
reviews.

Will continue to generate productivity gains
for the organisation and will be supplemented
by new provisions including links to the
Corporate Plan, focus on team work and
occupational health and safety.

Improved productivity through: devolution of
bargaining power; introduction of
performance management; and benchmarking
of customer satisfaction service quality and
value for money.

The reforms have been designed to
significantly improve the efficiency of the
Board’s services, while also creating equal
rights and opportunities for employees. The
Board’s employees will be more mobile and
multi-skilled, and will work under
arrangements that give the Board far greater
flexibility.
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Labour market reforms (continued)

Workers’
compensation/

OH&S

NSW

Tas

SA

Vic

Vic

Ongoing

1993-94

1993-94

May 1994

1993-94

Implementation of the new local government
award initiated by the Local Government Act
1993.

Award restructuring.

Functions of the Occupational Health and
Safety Commission transferred to the
Workcover Corporation. Workcover
Corporation Act 1994 introduced a new
structure with expanded, commercial focus.

Accident Compensation (Amendment) Act 1994

streamlined procedures and contributed to
achieving greater national consistency in
workers’ compensation.

Prescriptive occupational health and safety

regulation removed in favour of outcome and

performance based approaches. Operator

certification regulations have been simplified

and mutual interstate recognition introduced.

New award has provided a shift to
performance-based employment contracts for
senior staff, removal of system of statutory
certification as a requirement for many local
government positions, selection based on
merit and EEO, and increased staff training
and development. These reforms are
significantly improving productivity in local
government.

The Department of Industrial Relations,
Vocational Education and Training assisted
with the restructuring of several Awards
during the year, notably the Police, the
Ambulance Officers and the TAFE Awards.

More efficient delivery of workers’
compensation and provision of occupational
health safety and welfare in South Australia.

The reforms position the scheme for full
privatisation when it becomes fully funded
and stable.

Interstate recognition within uniformity
guidelines avoids duplication, allowing
industry the flexibility to choose the most
efficient means for meeting required safety
outputs and standards. :
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Occupational
regulation

Vocational
education and
training

Vic

Vic

C’wealth

C’wealth

C’wealth

C’wealth

1993-1994

December
1993

May 1994

May 1994

May 1994

May 1994

Removed registration requirements on over 30

occupations as recommended by the Vocational

Education, Employment and Training Working
Party on Mutual Recognition.

Amended regulation governing the time/

experience requirement for persons to obtain an

endorsement to their registration as a plumber.

Established an Australian Student Traineeship
Foundation to promote the integration of
vocational education into school curriculums
(subject to the co-operation of the States).

Accelerated implementation of the Training
Reform Agenda and the Australian Vocational
Certificate Training System through enhanced
industry involvement in decision making and
funding to increase State and Territory co-
operation.

Youth Training Initiative to be introduced from
January 1995 involving case management,
labour market or vocational training places and
reformed income support arrangements for
unemployed persons under 18.

The Commonwealth, trade unions and business
agreed to the introduction of a national training
wage for unemployed adults and trainees.

Allow individuals to practise without
requiring a licence additional to their
qualifications. Will greatly enhance labour
mobility across Australia and reduce costs as
artificial barriers to competition are removed.

Eliminated the impediment to trained and
tested trade persons practising their trade
owing to the lack of opportunities to secure a
further employment after their apprenticeship.

Encourages industry involvement in school-
industry programs to facilitate an efficient
transition between school and workplace
while giving students skills and training.

Together with revised employer incentives
and the training wage, this facilitates an
expansion in Entry Level Training places by
50 000 by 1995-96 which will contribute to
the development of a workforce with the
skills and flexibility required by industry.

Provides early intervention to reduce the flow
of young unemployed into long-term
unemployment by increasing opportunities to
gain training and/or work experience.

Allows for greater flexibility in wages for
entry level trainees and the unskilled,
permitting a better matching of labour costs
and individual productivity levels, thereby
encouraging employment.
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Labour market reforms (continued

Jurisdiction

C’wealth

Vic

Vic

Vic

Vic

ate

May 1994

1993-94

1993-94

January
1994

February-
May 1994

)

- MNature of reform

Suspended the Training Guarantee Levy for two

years from 1 July 1994. The levy will be

abolished if there is a continued commitment by

business to the creation of additional training
places.

Increased independence for TAFE colleges
through legislation to enable employment of
own staff; encouragement of commercial
activity; and recognition of college
independence in the program profile, funding
and performance agreement process.

Funding of private providers to deliver public
training on a pilot tender basis.

Firefighter competency standards have been
agreed upon nationally to the Associate
Diploma of Fire Management level.

Removal of restrictive conditions and practices

in teaching service, introduction of local
selection arrangements for schools and

introduction of a new career structure for school

based non teaching staff.

~ Significance

Suspended the legislative requirement to
account for training expenditure in light of the
demonstrated commitment by industry to
meeting its training obligations.

Greater independence and a significant
opportunity to achieve workplace reform.
Colleges have greater flexibility in
responding to needs of industry and
individuals and therefore to make more
relevant and timely training provision.

Greater diversity, quality and cost
effectiveness of training provision through
expansion of the training market.

Employees now able to gain a nationally
recognised qualification in firefighter
competency achieving national portability of
qualifications.

More efficient use of education workforce.
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Qld

NSwW

Tas

Tas

1993-94

1993-94

1993-94

1993-94

TAFE Queensland is committed to the
introduction of competency based courses in
training programs for service, manufacturing
and resource industries by December 1995.
During 1993-94, implementation of

Competency Base Training (CBT) was assisted

by initiatives such as the publication a
procedures manual for Recognition of Prior
Learning and the establishment of the State
CBT Implementation Centre at Maryborough.

Introduced legislation to bring existing

vocational education and training arrangements
more into line with the key vocational training

reforms being introduced nationally. The
Board of Vocational Education and Training

Act 1994 complements the Australian National

Training Authority Agreement. The Act
amends the NSW Industrial and Commercial
Training Act to streamline its functions.

Developed a new legislative framework for
vocational education and training.

Introduced revised accreditation and
registration provisions.

Affords students the opportunity of
completing their studies early; provides
credentials which are portable across the
nation; provides national programs which
should allow for efficient delivery and
rationalised resources, and ultimately results
in increased productivity and savings to
government. Approximately 75% of courses
are now in the competency-based format.

The Act is a major step towards the
implementation of a better resourced, better
coordinated and more responsive training
system in NSW.

Designed to provide a single, comprehensive
framework for vocational eduction and
training in Tasmania; provides for the
establishment of a State Training Authority;
and enables Tasmania’s participation in the
national vocational education and training
system.

Will facilitate better access to accreditation
and registration for private providers, thus
enabling the expansion of the training market.
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Employment C’wealth

services

C’wealth

28l

Long service leave Tas

Department of the ACT
Environment and

Land Planning
Emergency ACT
management

May 1994

May 1994

May 1994

1993-94

1993-94

Introduced competition in the delivery of labour Encourages a more efficient job placement

market assistance through contracting out case
management and job placement services.
Competition will be facilitated by the
establishment of the Employment Service
Regulatory Authority.

Announced the establishment of Employment
Assistance Australia (EAA) as a separate cost
centre within DEET to conduct the case
management and job placement services
previously performed by the CES.

Long Service Leave (State Employees) Act
1994.

Introduced extended work hours.

Restructured work practices and staff numbers.

market and improved quality of client
services by fostering innovation and diversity
in job placement services.

The requirement for EAA to compete on the
same basis as community and private sector
case managers will encourage improved
efficiency within the public sector
employment service while providing for
competitive neutrality.

Clarifies entitlements for classes of
employees, allows proper human resour<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>